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The word insurance is not new to our society. It is as old as our 
Indus Valley civilizations. Our ancestors were practicing the insurance 
concept in some other ways. The references to this phenomenon are 
available in our religious scriptures like Hammurabi and Manusamriti. 
The term Yogakshema is used in the Rigveda suggesting that some form 
of community insurance was practiced by Aryans in India over 3000 
years ago. After India's trade extended to Babylon and beyond, the 
merchant guilds at important trading centres devised means to insure 
ships and carvans. This set the trend to provide community help in 
matters of risk sharing which was mutual in character. We have ample 
evidence to mention that in ancient times, the entire community used to 
come forward for mutual help in protecting the widows, marrying of 
orphan girls, educating children and helping the unemployed youth where 
the head of the family died prematurely. 
The industrialization put the world on the trajectory of growth and 
development. The general standard of living and quality of life around the 
globe has experienced positive change in all spheres of life. The 
unforeseeable developments in the area of medical science have given a 
longer chance to individuals to live, while the transportation has made the 
world as small as a village. At the same time, the modern industrialized 
society has rendered man and his property most vulnerably exposed to 
different kinds and varying degrees of risks and uncertainties. The annual 
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losses to individuals and businessmen from premature deaths, health 
problems, fire, water, accident, crop destruction, cattle death, windstorms, 
sea perils, earthquakes, floods, dishonesty, negligence, unemployment 
etc. are beyond estimation and indicate the importance of meeting them 
intelligently. In order to avoid these unexpected and unfortunate 
calamities, man has devised various plans to protect himself One such 
rational method is insurance. 
Insurance developed rapidly with the growth of British trade and 
commerce in the 17* and 18* centuries. Prior to the formation of 
insurance corporations devoted solely to the business of writing 
insurance, policies were signed by a number of individuals, each of them 
writing his name and the amount of risk he was assuming underneath the 
insurance proposal, hence the term underwriter. 
The development of insurance was irregular and was confined to 
fields other than life. Modern life insurance is a heritage from England 
where the first life policy was issued for a temporary cover of twelve 
months in the year 1583 AD. At that time people were more concerned to 
provide insurance protection to their property than to their lives. 
The first joint stock companies to engage in insurance were 
established by Charter in England in 1720 and in 1735. The first 
insurance company in the American colonies was founded at Charfeston. 
Later, SC Fire Insurance Corporation was founded in New York city in 
2 
\1%1. The Presbyterian Synod of Philadelphia was founded in 1759. This 
was the first life insurance corporation in America, for the benefit of 
Presbyterian ministers and their dependents. After 1840, with the decline 
of religious prejudice against this practice, life insurance entered a boom 
period. In the 1830s the practice of classifying risks began. The New 
York fire of 1835 called attention to the need for adequate reserves to 
meet unexpectedly large losses Massachusetts was the first State to 
require companies, by law of 1837, to maintain such reserves. The great 
Chicago fire (1871) emphasized the costly nature of fires in structurally 
dense modern cities. Reinsurance, whereby losses are distributed among 
many companies, was devised to meet such situations and is now 
common in other lines of insurance. The Workman's Compensation Act 
of 1897, in Britain, required employers to insure their employees against 
industrial accidents. Public liability insurance, fostered by legislation, 
made its appearance in the 1880's. It attained major importance with the 
advent of the automobile. 
Marine insurance is the oldest form of insurance followed by life 
insurance and fire insurance. Evidence shows that marine insurance was 
practiced in India about three thousand years ago. Moreland has stated 
that the practice of insurance was quite common during the rule of Akbar 
1. Ramanathan, C: Little Known Historical Facts about Insurance," Insurance 
Watch, Indian Purchase Infoware Ltd., New Delhi, Vol. 3, No. 5, Dec. 2004, 
p. 15. 
to Aurangzeb. But the nature and coverage of insurance in this period is 
not well known. It were British insurance companies, which introduced 
general insurance in India in its modern form. The oldest of these foreign 
companies was the Sun Insurance Office Limited, which started its 
operation in Calcutta in the year 1710. Alongside the marine insurance 
the British companies also started life insurance business in India, by 
issuing policies exclusively on the lives of European soldiers and 
civilians. They some time issued policies on the lives of Indians by 
charging extra premium. 
During the period from 1870 to 1900, a large number of Indian 
companies were formed under the Indian Companies Act, 1866. But the 
business was confined to few communities and occupations only. During 
the period from 1900 to 1912, the insurance companies popularized 
insurance business among middle class people. As a result. Government 
of India passed the Insurance Act on the model of British Assurance Act. 
However, during the period from 1912 to 1930, the insurance business 
witnessed a set back. A number of changes took place between 1930 to 
1938 and the Government of India passed the Indian Insurance Act, 1938. 
The Act still applies to all kinds of insurance business by institufing 
necessary amendments from time to time. As a first step, on January 19, 
1956, the management of the life insurance business of 245 Indian and 
foreign insurers and provident societies then operating in India, was taken 
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over by the Central Government through the Life Insurance (Emergency 
Provisions) Ordinance 1956. The Ordinance was replaced by an Act of 
Parliament known as the Life Insurance (Emergency Provisions) Act, 
1956. The Bill to provide for nationalization of the life insurance business 
was introduced in the Lok Sabha in February 1956, and the same became 
an Act in September 1956 with capital contribution of Rs. 5 crores from 
the Central Government. 
Economic liberalization brought a large number of reforms in 
different areas of the Indian economy to create congenial environment for 
foreign investors. The insurance sector also came under the purview of 
liberalization process. A committee was constituted way back in April 
1993 under the chairmanship of Dr. R.N. Malhotra, Ex-Governor of 
Reserve Bank of India. The committee submitted its report to the Finance 
Minister. The committee, inter alia, stressed on the liberalization of 
insurance industry in terms of deregulation and restructuring of insurance 
industry. 
The opening up of insurance sector on December 2, 1999 was only 
a part of the ongoing liberalization process in the financial sector of India. 
The changing face of insurance sector in the wake of allowing several 
companies in the field of life and non-life insurance segment is one of the 
key results of these liberalization efforts. The foreign companies 
visualized India as a major market with great potential. As part of 
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regulation by Insurance Regulatory and Development Authority (IRDA) 
to ensure the entry of only those companies which have sound financial 
backing, direct insurers were required to have a minimum paid up capital 
of Rs. one billion. They are also required to invest policyholders' funds 
only in India and to restrict international companies to a minority equity 
holding of 26 per cent initially. "Now, this limit of equity holding has been 
extended to 49 per cent very recently by the Government of India. 
The Indian insurance industry was the monopoly of the 
government for the last over forty years and operated throughout the 
length and breadth of the country through the Life Insurance Corporation 
of India (LIC) and the General Insurance Corporation of India (GIC) 
alongwith its four subsidiaries i.e. National Insurance Company, New 
India Assurance Company, United India Insurance Company and Oriental 
Insurance Company. Today, the Indian insurance industry has about 
twenty-one private insurance companies. They are world-renowned 
players in insurance business. 
It is evident that the Multinational Companies (MNCs) come with 
better pay packages and absorb a better quality labour force. Private 
players from foreign countries are interested in India because their home 
markets are at saturation point. Insurance business survives on the 
principle of spreading of risk. Being long term players they would avoid 
sudden dips in earnings to instill confidence among investors to invest 
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long term funds. The private insurers, taken together, have created a pool 
of over one lakh well trained Life Advisors during the last four years. 
Insurance companies are today investing heavily on the training of 
agency workforce. Today, the insurance agents are not just agents only 
with their job to sell any policy. They have transformed into 'Advisors.' 
Another important development in the Indian insurance industry is 
that of intermediary marketing using banks as outlets. This emerging 
trend is likely to impact the distribution channels for insurance products. 
Already, most of the large public and private banks are busy 
experimenting with the marketing of insurance. It is conceivable in India 
that the Banacassurance model could emerge as the eventual market 
leader in sales volumes. 
The 21^ ^ century has been an era of great upheavals and disasters so 
far, whether it is teiTorist attacks, earthquakes, hurricanes and stornis and 
floods. The recent Tsunami disasters have once again made us think as to 
how such catastrophic calamities can be handled and controlled. The 
insurance companies which are in this business and are supposed to offer 
cover for these uncertainties are in a great dilemma and it is 
comprehended that it is beyond their capacity to handle such catastrophic 
disasters which have already resulted in the bankruptcy of so many strong 
and well established insurance companies. The only way to overcome this 
problem is that there should be common concentration among the insurers 
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that may create a common pool of fund with the help of their respective 
governments. 
The present study makes an attempt to trace out the changing shape 
of the insurance sector in India under the liberalization process. These 
changes have mainly impacted upon the organization and structure of the 
sector, the nature and types of the insurance product, the channels of 
product distribution and the volume of business conducted and the 
investment pattern of the Indian insurance sector. The study has been 
divided into five chapters as follows: 
The first chapter is a brief introduction of insurance industry. It 
also reviews the available literature on the subject, describes the need and 
importance of the study, sets out the objectives of the study, hypotheses 
and research methodology of the study. 
The second chapter of the study deals with an outlook of Indian 
Government on different reforms in different sectors of the Indian 
Economy. Economic liberalizafion is the firm policy of the State to 
ameliorate operational environment for foreign investors in the country. 
The New Economic Policy has removed unnecessary restrictions placed 
on operations of large business houses after independence and flow of 
foreign investments. As a result of procedural and structural reforms, the 
country is heading towards strong economy. It includes streamlining of 
procedures, raising of permissible equity limits, wider scope for 
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investments in sectors of choice of the investors. Further, the currency 
has been devalued to current market level. In foreign trade, import 
licencing has been abolished and tariff rates reduced. Exports have been 
deregulated by dismantling regulatory framework for exports. Steps have 
been taken to liberalize domestic market. However, trade regulatory 
authority of India has been established to observe compliance of the 
existing rules and regulations. 
The third chapter provides a brief account of the developmental 
history of the insurance industry in India. It is largely an account of over 
last hundred years that the insurance industry has taken to come of age 
into its modern form. It is taken as a supporting system to the ongoing 
business activities against mishappenings. It largely covers that part of 
the risk which occurs due to accidental mishappening and is based on the 
principle of pooling of resources of larger groups and spreading the losses 
of a few over the larger groups. 
Initially insurance sector was not liberalized. The sectors that were 
liberalized experienced flow of foreign capital, latest technology and 
expertise that rejuvenated the market. As a second generation reforms it 
was felt that insurance sector can also not work in isolation. As a result of 
the recommendations of Malhotra Committee, appointed in 1993 by the 
then Narasimha Rao Government, the process of liberalization of 
insurance sector became a hot bed for the concerned policymakers. 
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However, despite strong recommen-dations, it took six years for their 
acceptance by the government. 
The chapter also describes the causes of low penetration of 
insurance business in India. Apathy of the state, poor customer services, 
lack of customer friendly products, poor marketing, ignorance of rural 
market and inadequate training to agents have been highlighted as some 
of the basic reasons for low penetration or generation of insurance 
business in India. In fact, Indian Insurance business is passing through the 
transitional phase. The sector that was closed earlier has been opened up 
and is being restructured so as to facilitate faster growth and development 
in the sector. The market shifting from the state monopoly to the 
competitive market now has brought a large number of players with even 
larger number of products. The public organizations of the sector riding 
on the widely spread network are giving run for many a private 
organizations. The new entrants are trying to penetrate through new 
products, variety, prompt claim settlement and high quality speedy 
service. 
The fourth chapter analyses the impact of economic liberalization 
on Insurance Sector in India in general. In fact, liberalization and reforms 
have the potential to change the complexion of an industry and the Indian 
insurance sector is no exception to this phenomenon. The Indian 
insurance sector has come a full circle from privatization to 
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nationalization and back to privatization. Nationalization lent the industry 
solidarity, growth and most desired reach. However, alongwith these 
achievements, there also grew a feeling of insensitivity to the needs of the 
market, tardiness in adoption of modern practices to upgrade technical 
skills coupled with the sense of lethargy which probably led to a feeling 
amongst the public that the insurance was not fully responsive to 
customer needs. The country has moved from a monopolist environment 
to a liberalized, dynamic insurance atmosphere with relative loss. The 
opening of the gates, four years ago, also gave the insurance sector a 
positive push towards growth. The ripples of competition are being felt 
across the sector and challenges before almost all players, be it the state 
owned companies or the private players, are evident. On their part, almost 
every other company has gone in for increased product innovation, a 
completely new distribution network, a prudent investment management, 
customer service and education. 
In fact, it is not a question of snatching the customers and the 
market share but there is much larger scope for the expansion of the 
insurance business. It is expected that it is a win-win situation for public 
as well as private organizations through the expansion of business pie 
alongwith the victory of customers with the reduced prices and quality 
services. However, the competition is so felt that every organization will 
have to put in all its efforts in order to get its economically viable share in 
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the market. These insurers will have to consider the basic marketing 
issues like market segmentation, product development, pricing, 
distribution channel, communication, promotion and the customer 
service. 
The fifth and final chapter draws conclusions based on different 
chapters of the project and presents suggestions for the improvement of 
insurance business for the already existing domestic as well as foreign 
players in the country. 
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PREFACE 
With the nationaHzation of insurance industry in 1956, the state-
run Life Insurance Corporation of India (LIC) assumed monopoly in the 
country's Life Insurance Sector. General Insurance Corporation of India 
(GIC), with its four subsidiaries, was its counterpart in the casualty 
sector. Over time, taking advantage of its monopoly and virtual 
prerogatives in establishing premiums, LIC and GIC have evolved into a 
monolithic undertaking together fonning the insurance sector of the 
country. With more agents spread in every nook and corner of the 
country, it has created an enviable brand name, particularly among the 
rural population of the country. It has around $ 40 billion as its life fund 
and is a strong player in the financial sector. 
Today nothing in this world can be said to be safe and secure. An 
element of risk is inherent in every thing, everywhere and all times. This 
underlines the importance of insurance, which is, at present, one of the 
fastest growing financial service sectors in India and abroad. The global 
world provides huge opportunities and also throws serious challenges in 
terms of cutthroat competition, diverged socio-cultural environment and 
ever-changing eco-political environment. It requires a lot of wit and 
consistency of efforts to cap these challenges. Those capable of gauging 
the dynamism of the modern business world are blessed with immense 
wealth paving way for economic growth and development for their 
respective nations. However, despite best of efforts, including the most 
judicious business decisions and with all competitive edge, the lady luck 
may still not smile on organizations. There are certain uncontrollable 
risks like famine, earthquake, drought, fire accidents etc. The dynamism 
of the business world leads to forces that contribute ebbs and tides in the 
business organization constituting the element of risk. Of the various 
kinds of risks, financial risks are of different degrees and range from 
unavoidable to those assumed by choice. The earliest traces of insurance 
are in the form of marine trade losses or carriers' contracts. In 'Rigveda,' 
the references are made to the concept of 'Yogakshema,' which is more 
or less akin to the wellbeing and security of peoples. This makes it clear 
that albeit in the ancient world, the traces for sharing future losses are 
available, there is, however, no evidence of a particular form or shape, 
especially prior to the twelfth century. The oldest form of insurance, as 
mentioned above, is the marine insurance. The travellers by sea or by 
land were very much exposed to the risk of losing their vessels and 
merchandise. The piracy on the open seas and highway robbery or fear of 
sinking the vessels in the deep waters necessitated a device which could 
spread the financial losses over a number of heads. And thus came into 
being the marine insurance which was found suitable for that very 
purpose. 
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After marine insurance, followed the development of fire 
insurance. It started from Germany in the beginning of the sixteenth 
century got further impetus after the great fire in London in 1666 that 
rendered eighty five percent of houses in the city to ashes. The 
convulsions inflicted by such a gigantic loss injected life, strength and 
continuity to the insurance programme. With colonial development in 
foreign lands,, the fire insurance spread all over the world. In India, the 
British companies started life insurance business, by issuing policies 
exclusively on the lives of European soldiers and civilians. They 
sometime issued policies on the lives of Indians by charging extra 
premium. The first Indian company named as Bombay Mutual Life 
Insurance Society Ltd. was formed in December 1870. During the period 
from 1870 to 1900, a large number of Indian companies were formed. 
Between 1900 and 1912, the insurance companies attached increasing 
attention among middle class people and the Government of India passed 
the Insurance Act on the model of British Assurance Act. During 1920's 
and 1930's, the insurance business witnessed a setback. This was due to a 
number of economic events of unprecedented nature that took place at the 
global level. The Government of India passed Insurance Act, 1938. The 
Act still applies to all kinds of insurance business though it has been 
amended several times. 
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In the post-liberalized era, this industry has become very 
competitive with private players bringing in new and variant products and 
marketing techniques. The increasing significance of insurance, fast 
changing track and growing competition within the insurance sector and 
pursuit of knowledge induced me to undertake a study of 'Economic 
Liberalization and Its Impact on Insurance Sector in India Since 
1991.' The study of the subject is an enriching experience in itself and the 
project has been very interesting and challenging to me due to my limited 
awareness of it. Initially, it appeared that sources of facts and figures 
were difficult to tap. But the able guidance and the wealth of knowledge 
and wide experience on the part of my supervisor made things easier. 
It is the first post-globalization analytical study dwelling upon the 
background performance of insurance industry in India, present market 
scenario and the pros and cons of liberalization of insurance industry after 
1991. The study aims at gauging the improvements and weaknesses and 
devising on solutions present in the form of suggestions. With the onset 
of liberalization, plenty of private sector national and multinational 
insurance companies have come up in India. The study, therefore, also 
aims at assessing the impact of economic liberalization on the insurance 
sector in India so as to prove whether the reforms, in general, have 
resulted in improving the efficiency of the Life Insurance Corporation of 
India (LIC) and General Insurance Corporation of India (GIC) or not. 
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^tU^io^iuctOyit 
The past few years have witnessed a distinct shift in the Indian 
economy from state regulatory controls to one of openness and 
competition. The New Economic Policy has brought about overall 
buoyancy in the market all round. The business world not only in the 
global arena but also within our country stands redefined in this changing 
economic environment. The financial sector in particular has been 
witnessing creation of newer avenues both for the industry on one hand 
and for the individual as consumer on the other. Some of the economic 
factors, which are determining the course of industrial development in the 
present times, can be noted as shift from command economy to market 
driven economy, liberalisation of economic policies leading to growth in 
foreign exchange reserves as well as inflow of foreign capital leading to a 
distinct positive growth of the Indian stock market and dispensafion of 
regulatory control on a regular basis generating new opportunities and 
thereby fierce competition leading to an integration of our economy with 
the global economic system. 
In the year 1991, a lackluster economy was promised much sheen 
by opening it up. Privatization and liberalisation became slogan of the 
day. On that line Malhotra Committee, headed by Former Finance 
Secretary and RBI Governor, R.N. Malhotra was formed in 1993 to 
evaluate the Indian Insurance Industry and recommend its future direction 
^6iPu^ducti<M, 
for creating a more efficient and competitive financial sector suitable for 
the requirements of the economy. On January 7, 1994 the committee 
submitted its recommendations to the Finance Minister. Liberalisation of 
insurance sector became an integral part of the reforms of overall 
financial sector in India. The smooth functioning of the financial sector, 
however, depends heavily on the continuation of the trust and confidence 
that people place on finance companies and their financial products. 
Since products such as insurance basically promise to pay money to the 
buyer on a fixed date or event, these products are of little value to the 
buyers, if they don't trust the industry to keep its promise. Furthermore, 
banking and insurance sectors are vulnerable to the 'bank run,' syndrome, 
wherein even one insolvency can trigger panic among customers. 
The opening of the insurance sector in India has been a landmark 
event in India's economic history. Gone are the days of the domination 
by the LIC and GIC when ordinary citizens had no alternative but to do 
according to their whims and fancies. Over the past four years, the 
traditional notion of insurance has been turned on its head.^ 
Today insurance offers complete solutions to create wealth, protect 
health and insure life. Added to this, the profile of Indian customer is 
changing. Today, while boundaries between various financial products 
are getting blurred, people are increasingly looking not just at products 
but also at integrated financial solutions that can offer them stability of 
returns along with total protection. Insurance products will need to be 
customized to satisfy these myriad needs of the customers. Thus, the 
private players entering the insurance sector have to come in bringing 
with them hopes of wider options and efficient services. The market is 
already seeing a rise in the number of private players and their stepped up 
endeavours in making the insurance products more popular. But new 
companies will have to adopt systems, which factors all potential risks 
and protection from them. In such scenario, it will be difficult to say what 
will be the differentiator across the different players, products, price and 
service. 
Insurance is such a vast field that there is always a need to learn 
more and more from the experience of others. This, we can achieve only 
by joining hands with other big insurance companies operating in other 
parts of the world. This need for joining hands with those operating in the 
similar field, has been felt more in recent times, due to changing 
complexion and gravity of risks worldwide. So, no country can offer to 
remain in isolation. They have to march together sharing their experience 
and expertise to provide better protection and better products to offer a 
better life. 
^tttfuuluctca*t 
Review of Literature: 
A review of literature related to studies in the field of insurance is 
made here in order to discern the distinctiveness of the present study. The 
researcher has surveyed the bibliography of several journals, newspapers, 
magazines, annual reports of insurance companies and dissertation 
available in the Maulana Azad Library, Faculty of Management Studies 
at Aligarh, Faculty of Commerce, Jamia Millia Islamia University, New 
Delhi, and Institute of Insurance Management, Amity, Noida etc. 
Floyd, F. Burtchett (1939/, in his book entitled, "investments and 
investment policy," described the concept, meaning, and principles of 
investments. Further, the study provided a technical description of the 
contracts of the private enterprises. The term under which capital is 
obtained, utilized, and managed in modem insurance industry may, 
however be easily over-emphasized and this technical discussion has 
purposely been brief The author focused on the traditional outline for 
treatment of civil obligations. This study is further concerned with 
investment policy which can not be segregated from speculation. The 
whole study is based on theoretical aspects. 
Agarwala, A.N. (1961)^ in his book entitled, "Life Insurance in 
India: A historical and analytical study," makes an intensive study of the 
private ownership phase of life insurance enterprise in India extending 
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over a period of 42 years, from 1914 to 1955, and compares the working 
during this period of insurance business as a private enterprise with the 
working of insurance sector under nationalized enterprise since 1956. It is 
a historical, analytical and constructive study. A historical study of the 
growth of the life insurance institutions of India has been made. 
Historical aspects of every problem has again been taken into account 
wherever relevant or likely to be useful. As a matter of fact, life insurance 
has acquired prominence only recently in this country. Therefore, for the 
purpose of analysis the period often kept by author in view is 
approximately the last decade and half, though it has not been strictly 
followed in every instance. 
Sharma, S.P. (1967)^, in his book entitled, "organization of Indian 
insurance," has attempted to analyse the evolution of insurance and its 
role in economic growth and a brief discussion of the principles 
governing the life insurance contract and its role in economic growth. It 
also provides an analysis of the history of insurance in India. 
Nationalization of life as well as general insurance was an important 
landmark in the sphere of insurance and as such post-nationalization 
problems have been examined in greater detail. 
Chaudhary, S.K. and Kulkarni, K.G. (1991)^ in their book entitled, 
"Role of the life insurance corporation in economic development of 
^«iPu^<iuctc<M. 
India," primarily examined the role of the LIC in mobilizing the savings 
of the people and investment of these savings to assist the economic 
development of India, largely by analyzing the data and information 
available through the LIC Annual Reports, Reserve Bank of India 
Reports and other published information. Since the avowed objective of 
nationalizing life insurance in India was to uproot corruption and assist 
economic development, they decided to review the objectives and provide 
a progress report of LIC for nearly thirty years. Emphasis is mostly on the 
interpretation and analysis of available data within an acceptable 
framework rather than providing any different growth model or 
alternatives. 
Banerjee, B.N. (2000)^ in his book entitled, "Globalization: 
liberalizing the insurance sector," says that there is a lot to celebrate 50 
years in the life of a country, especially a country like India. It has 
defined doom prophesies on the agricultural front by absorbing the green 
revolution; it has built on industrial base capable of matching many 
developing countries of the world. The country has the third largest 
scientific and technological manpower and is a member of the exclusive 
club of nuclear and space "haves." 
He further points out that the second phase of reforms that is 
expected to intensify the liberalisation of the financial sector and revamp 
*?(ttxo4iiccCC<x*t 
the public sector will help accelerate the inflow of foreign direct 
investment. The foreign institutional investors who are now increasingly 
focusing on the Indian capital market would largely aid this. The 
liberalisation will have a positive effect on the workforce, the trends, 
worldwide indicates that insurance has created higher job opportunities 
and better pay packets. 
Kapoor, P.V. (2000)^, in his book entitled, "Insurance Privatization 
Legal and Financial Issues," reviewed that the insurance business market 
in India is perceived to be potentially one of the largest in the world. That 
this potential remains unrealized should be a matter of concern to policy 
makers. The twin reasons attributable to this scenario are the extant 
cumbersome regulations and state ownership of insurance business. He 
further points out that the insurance sector in India is state owned and 
remained shackled within the national barriers. He further explains that 
the private parties have, thus, been debarred from carrying on the 
insurance business in India. Whilst this has had salutary effect of the 
consumer obtaining an inexpensive insurance policy, the quality of 
services rendered by the insurance sector leaves a lot to be desired. 
Shrivastava, D.C. and Shrivastava, S. (2001)'°, in their book 
entitled, "Indian Insurance Industry: Transition and Prospects" examine 
that the growth of insurance industry is associated with the general 
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growth of industry, trade and commerce. The origin of insurance service 
may be traced back to 14' century in Italy when ships carrying goods 
were carried under different perils. The insurance sector has assumed 
special significance as it has the potential to speed up the rate of growth 
of an economy. They further assert that the insurance industry assists the 
development process of an economy in several ways. Primarily, it acts as 
mobilizer of savings, financial intermediary, promoter of investment 
activity, stabilizer of financial market, risk manager, and an agent to 
allocate capital resources efficiently. Although the insurance industry has 
grown rapidly in the industrialized countries, its growth in developing 
countries has neither been satisfactory nor in tandem with the growth of 
other sectors of the economy. The share of developing countries is 
extremely low. The slow growth of insurance services in developing 
countries calls for an in-depth analysis of the nature and pattern of 
evolution of these services. Policies pursued to develop the insurance 
industry and constraints thereof also need close examination. Regrettably, 
the Indian insurance industry has lagged behind even amongst the 
developing countries of the world. They further observe that the process 
of liberalisation and globalization of the Indian economy started in right 
earnest in mid-1980s. The market mechanism was the motivating factor 
underlying the new economic policy. In consonance with the New 
^itpKytCccctoM-
Economic Policy, insurance sector was opened up for the private sector in 
1999. The new competitive environment is expected to benefit 
consumers, industry and the economy at large. 
Plande, Shah and Lunawat (2003)", in their book captioned, 
"Insurance in India: Changing Policies and Emerging Opportunities" 
have concluded that recent years have heralded a period of unprecedented 
change in India's financial landscape. Following the reforms in the 
banking sector and the stock market, a new era of insurance was ushered 
in several years latter when, towards the end of 1999, India took the bold 
step of opening up that sector. The controversy that erupted thereafter 
was due to the very concept of liberalisation and the nervous anticipation 
of some form of privatization of the sector. Developments in insurance 
attracted particular attention and keen concern from the opponents as well 
as proponents of reforms in general and insurance in particular. 
They have tried to identify, as per our perceptions, a few key 
transformations that are already evident or are likely to take place and are 
going to exert tremendous influence on the insurance industry. Rather 
than a prescriptive narration, they offer an assessment of what is likely to 
happen in the new future, in addition to constructive suggestions for this 
sector since its potential is quite apparent. 
Bajpai, G.N. (2004)'^, in his book entitled, "Marketing Insurance," 
views that the managers of the Indian economy decided to liberalize the 
insurance sector, in tune with the philosophical shift of the economy 
towards globalization and marketization. The process of opening up of 
the nationalized insurance sector clearly outlines in new approach of the 
marketing, which is significantly divergent from the thinking that 
accompanied the liberalisation of other sectors in India or that of other 
countries in the emerging economies. India's proposition does not 
stipulate any limitation, except limiting the foreign ownership to 26 per 
cent, on the number of insurance companies to be licensed, lines of 
business to pursue and on the geographies or insurable segments to 
operate on. He further explains no wonder most countries from the 
mature insurance market have sponsored big-ticket companies with deep 
pockets. Apparently, each of the new entrants has a long-term view, not 
only of the Indian insurance market but also of the economy and they are 
not looking forward to a small pie of the market, but a substantial share. 
The battle for supremacy is expected to be fierce. 
He further points out that on the eve of opening of the insurance 
sector and in the backdrop of the emerging insurance industry ethos he 
was privileged to lead the Life Insurance Corporation of India (LIC) 
which hitherto had a new-exclusive entitlement to operate in the life 
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insurance market and of course, it was one of the most successful public 
sector undertakings in the country. The issue which was being hotly 
debated in every section of the media and was hunting the thoughts of the 
managers of the Indian economy, opinion makers and, in particular, the 
workforce of insurance can be euphemistically described as "what will 
happen to you." 
Verma, J.R. (2000)'\ in his publication entitled, "Pension Reforms 
and Capital Market Development in India," reviews the evolution of the 
Indian capital market and pension reforms and describes its current status. 
It shows how the Indian market has gone through a process of 
modernization and structural transformation during the last few years. 
Pension funds are an important category of long-term investment which 
are not present in the Indian market today. He further reviews and 
comments recent proposals for pension funds reforms. However, he 
argues strongly that pension funds reforms must be focused on investors 
interest rather than broader social goals. 
Ranade, A. and Ahuja, R. (2001)''*, in their paper entitled, "Impact 
on Savings via Insurance Reforms," conclude that insurance sector 
reform in India is likely to increase insurance demand in the country. 
However, the experience of several countries with financial refoniis has 
been that savings have tended to go either way. Using a two-period model 
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we show that, in the short run, in the absence of any income or 
productivity growth, private savings go unambiguously down since 
market based insurance replaces savings hitherto meant for self-insurance 
(the precautionary motive). Thus insurance is likely to edge out the 
precautionary component of savings. Reliable estimates of the 
precautionary component of savings are hard to get. During the course of 
financial sector reforms there are several other avenues through which 
savings are likely to go down as well, such as, easing of credit 
constraints, more provision of social insurance and so on. So it would be 
difficult to disentangle the effect of insurance reforms on savings 
reduction. However with liberalisafion as the economy moves into greater 
income uncertainty and volatility, and income growth, this may offset the 
reduction in savings somewhat. They have also examined the issue of 
fund intermediation and welfare in the context of joint bankruptcy of 
banks and insurance firms. In such a case the insurance bankruptcies they 
find create greater vulnerabilities. Specifically they show in a comparison 
of equi-probable banl<juptcy of insurance firms and banks, funds 
intermediation is lesser in an environment of probable insurance failures 
than bank failures, and consumer welfare is higher under the latter. 
Cumber, A. (2002)'^ concluded in his publicafion capfioned, 
"Health Insurance for the Informal Sector: Problems and Prospects," that 
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there is much potential and scope to enhance the coverage of health 
insurance in general and, more specifically, to the poor. In view of the 
recent developments in the insurance sector, by opening it to the private 
player, so far the license has been given to eight companies by the 
Insurance Regulatory and Development Authority (IRDA). It is good to 
note that now the IRDA has made the mandatory requirement for new 
companies to float a plan of health insurance as well. Therefore, the main 
thrust of the State should be in initiating schemes for the poor. For this 
purpose the discussion in the above sections suggests at looking towards 
options that could be explored through using the existing infrastructure, 
institutional arrangements, and networks in the public sector welfare 
programmes. It is presumed that the following options could be more 
suitable under the existing circumstances, that is, without putting much 
strain on both physical and financial resources of the State. It is of utmost 
importance that such options should be more cost-effective and the 
services are more responsive to people in the future. He further suggests 
that another way to increase or initiate health coverage to the poor could 
be to make health insurance a component of existing poverty alleviation 
programmes. This option may require additional staff for the purpose. 
However, other problems that come in the way of integrating insurance in 
the existing programmes need to be worked out in detail. In this regard, 
13 
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an interesting option proposed recently suggests that a rural 
hospitalization insurance scheme for people below the poverty line could 
be initiated as a part of the anti-poverty programme. 
Naragan, R. (2002)'^, in his paper entitled, "Peoples' Money for 
Peoples' Welfare," focused on the objectives of the LIC and the trends of 
investment in various sectors in the country. The Life Insurance 
Corporation of India has to bear in mind that its primary obligation is to 
its policyholders whose money it holds in trust and hence it must work, as 
far as possible, on business principles. It should never lose sight of the 
fact that, as a single largest investor in India, it has to keep in mind 
interests of the community as a whole. It should, therefore, invest in 
ventures, which further the social advancement of the country. 
Gupta, N.D. (2003)'^, in his paper entitled, "Insurance - A 
booming professional opportunity," observed that the insurance is the 
pooling of fortuitous losses by transfer of such risks to insurers who agree 
to provide other pecuniary benefits on their occurrence or to render 
services connected with the risk. It is the transfer of financial 
responsibility for the risk at the point of occurrence and conventionally 
involves the insurer in a commitment to pay. The insured is, thus, 
exchanging the uncertain cost of losses for certain and known cost of the 
premiums. 
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The insurance services lead to efficient and productive allocation 
of capital resources, facilitate growth of trade and commerce, substitute 
for government social security programmes and assist individuals and 
firms in efficient management of risks. He further points out that the 
insurance market may tremendously improve as India represents huge 
untapped market. However, globalization will certainly increase 
insurance penetrations and all professionals shall equip them to exploit 
the opportunities offered by this sector. 
Joshi, N.N. (2003)'^ in his article entitled, "Insurance Sector 
Reforms in India: the Emerging Scenario," has pointed out that the 
insurance industry in India today, has a few enigmatic features. It is very 
old and yet it is very new. On the one hand it traces its origins in the 
ancient Aryan period and on the other it has reinvented itself in the year 
2000. He further explains, that on the one hand it has awe - inspiring 
history, on the other hand it has set itself on a fast track for an awesome 
growth in the first decade of the new millennium. Be that as it may, it 
would be quite appropriate to say, that the Indian insurance market today 
is a great opportunity. 
Kapoor, T. (2003)'^, in his article entitled, "Issues and Challenges 
facing the Insurance Industry," remarks that insurance industry of India 
has opened wide opportunities for service and infrastructure sectors. This 
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growth has to be properly channelized. He further noted that the some of 
the major challenges that have to address for channelizing growth of 
insurance sector are product innovation, distribution network, investment 
management, customer service and education. He further says that the 
competition will result in the market to grow beyond current rates and 
offer additional consumer choice through the introduction of new 
products, services and price options. Development of industry code of 
conduct, contributing to a common catastrophe reserve fund and chalking 
out agreements to settle claims to the benefit of consumer can be 
expected with concentrated efforts from all the players. 
Joshi, N.N. (2003)-°, in his article entitled, "Changing Mind Set of 
Professional Agents in the Emerging Insurance Scenario in India," has 
analysed that the insurance industry in India is currently undergoing a 
major change with the induction of competition. The industry is at the 
threshold of a revolutionary change of environment which will have a 
significant impact on its various constituents viz. the suppliers, sellers, 
service providers and consumers of insurance products and services, it 
would be desirable that this revolutionary change process is harnessed 
effectively to serve short and long-term interest of the industry as well as 
the society at large. 
\^ 
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Views of some eminent personalities on current developments in 
insurance sector was published in the Chartered Accountant (June 2003) 
in this publication, Rangacharya, N , Ex-Chairman, IRDA opines that 
the insurance managers need to understand more about the details that go 
into the formulation of insurance products to make it attractive in a 
competitive market. Overcoming challenges to development requires 
leadership, commitment, creativity, and flexibility. Besides helping in 
expanding the insurance coverage geographically it provides coverage so 
that "every family in every remote village in the country feels safe and 
secure." This vision alone will help to bring the new ideas, as well as the 
capital and technical assistance, necessary to create viable insurance 
industry. 
Batra, S. (2003) remarks that today, the Indian insurance industry 
has over a dozen private players, each of which is making strides in 
raising awareness levels, introducing innovative products and increasing 
the penetration of insurance in the vastly under-insured country. The 
success of the efforts is noteworthy. Private players have captured nearly 
nine per cent of new business premium income in two years of 
operations. 
He further points out that the biggest beneficiary of the competition 
amongst insurer has been the consumer. A wide range of products, 
17 
customer-focused service and professional advice have become the main 
stay of the industry. They have seen a dramatic increase in customer 
awareness, with penetration cutting across socio-economic classes and 
attracting people who have never purchased insurance before. With the 
heightened awareness comes a willingness to evaluate life as well general 
insurance as an integral part of the financial planning kit, a significant 
change from the earlier attitude, where insurance was purchased as a tax-
saving tool. 
Baker, C. (2004)'\ in his paper entitled, "The Liberalisation of 
India's Insurance Industry," concludes that since late 1999, the Indian 
insurance market has undergone major structural changes. The 
government monopoly was dissolved, private companies were permitted 
to operate, and brokers suddenly had a role to play in this country of one 
billion people where the untapped potential for insurance and reinsurance 
business is enormous. Nevertheless, impediments to an open and 
competitive market still exist in the form of restriction on foreign 
investments, compulsory tariffs, and mandatory reinsurance cessions. 
Kumar, J. (2004) '^*, in his article entitled, "Changing Scenario of 
Insurance Industry," has expressed his views that the consultafion paper 
has been drawn up by the Law Commission on a comprehensive law by 
merging Insurance Act of 1938 and IRDA Act of 1999. The Chairman, 
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Justice M.J. Rao has reacted that lot of provisions in the two Acts have 
become redundant and have to be removed in order to make it relevant to 
emerging changes and needs. The Government has favoured a 
comprehensive law including an alternate dispute resolution and appellate 
authority in line with that of the securities market and telecom sector. 
There is a need for a Regional Grievance Authority to resolve most of the 
insurance disputes referred to consumer forums. The main objective is 
access to justice. 
The insurance disputes are not very often resolved through 
mediation and reconciliation. Consumer courts are made to interpret 
difficult insurance laws. The tendencies of insurers of not setting the 
claims taking advantages of the complex legal provisions, is increasing 
the burden on courts. The discrepancies in the case of nominations in life 
and general insurance sector are leading to litigations, which are not 
within the reach of common man. 
Bhat, R. and Babu, S.K. (2004)^\ conclude in their publication, 
"Health Insurance and Third Party Administrators: Issues and 
Challenges," that the health insurance protects people against catastrophic 
financial burden resulting from unexpected illness or injury. An efficient 
system ensures the pooling of resources to cover risks. Health insurance 
in India is at a nascent stage and contributes to a small proportion of the 
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health expenditure. The Government through its state-run schemes such 
as the Employee State Insurance Scheme (ESIS), Central Government 
Health Scheme (CGHS) and the Mediclaim Scheme offered by 
Government-run Insurance Companies, has played a significant role. 
NGOs and community-based organizations such as SEWA offer a 
number of schemes for the poor and vulnerable groups to meet the high 
cost of healthcare. He further describes that the recently, the government 
allowed private insurance companies to offer health insurance products. 
The Insurance Regulatory and Development Authority in India has 
paved the way for insurance intermediaries such as third party 
administrators (TPAs) to play a pivotal role in setting up managed 
healthcare systems. TPAs have been set up to ensure better services to 
policyholders and to mitigate some of the negative consequences of 
private health insurance. However, given the demand and supply-side 
complexities of private health insurance and healthcare markets, 
insurance intermediaries face immense challenges. IRDA has defined the 
role of TPAs as one of the managing claims and reimbursement. Their 
role in controlling costs of healthcare and ensuring appropriate quality of 
care is less well defined. 
Priyadarshini (2004)^^ in his article entitled, "IT and IT Enabled 
Services for Indian Insurance," observes that the importance of 
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Information Technology (IT) in insurance operations couldn't be over 
emphasized. Insurance companies are becoming increasingly dependent 
on IT, not only for the sake of efficiency and competitive edge but also to 
make IT as a dynamic tool to pro-act swiftly towards incorporation of 
changes according to evolving insurance policy requirements. 
Need and Importance of the Study: 
The Indian Insurance business has been dominated by Public 
Sector Companies, which have over a period of time, built up a national 
presence and a strong business franchise. The current operating and 
financial position of these players is characterized by higher underwriting 
losses (because of pricing insufficiency in certain lines of business), 
substantially under utilized underwriting capacities, inadequate 
capitalization, combined reinsurance arrangements, and sizable 
investment policies. In a deregulated environment, Indian Council of 
Research Association (ICRA) expects the available underwriting 
capacities and strong financial positions of these nationalized players to 
enable them to maintain their dominant positions even as competitive 
pressures are likely to affect their growth rates and business acquisition 
costs. 
The low penetration of insurance products in the country, 
particularly in retail lines of business, presents significant opportunities 
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for the sector participant. However, in a deregulated environment the 
growth of retail business lines would hinge on the ability of the players to 
devise innovative products and establish cost-effective distribution 
strategies. ICRA expects the domestic insurance industry to evolve in the 
areas of retail insurance products; strategic pricing and innovative 
distribution modes. 
The new private players are expected to position themselves on the 
platform of better service and better responsiveness to consumers, 
Insurance needs through superior product management. Besides, the new 
players are also expected to focus on appropriate risk selection so as to 
improve underwriting profitability which would cushion the adverse 
impact of relatively lower investment yields. 
The insurance business is capital intensive with large investments 
required up-front in setting up the necessary system and distribution 
infrastructure. These, the newer companies, would need to generate 
certain optimal business levels; so as to achieve economies of scale and 
also ensure adequate risk dispersion of their portfolio. However, until 
such volumes are achieved, these players would need active funding 
support from their promoters, both to meet losses and solvency 
requirements as stipulated by the Insurance Regulatory and Development 
Authority (IRDA). The newer entrants have all been promoted by strong 
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entities, with the foreign promoters bringing with them substantial 
financial strength and international experience in various aspects of the 
business. In most cases, the Indian promoters are also fundamentally 
strong entities, and could provide captive business or an established 
distribution channel to their insurance ventures. Another key determinant 
of the claim paying ability of these players would be the nature of quality 
and terms of their insurance arrangements which assumes considerable 
significance in the light of their limited underwriting capacity and low 
capitalization levels. 
Objectives of the study: 
The following are the main objectives of the study: 
• To study the problems and challenges for new entrants in insurance 
sector, 
• To study the impact of liberalisation on insurance and other 
financial sector, 
• To examine the challenges for LIC and GIC in new competitive 
environment, 
• To study the investment avenues for insurance companies, 
• To assess the overall performance of insurance companies in pre-
and post-liberalized era. 
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• To present a comparison of public and private sector companies in 
the post-liberalized period, 
• To examine the composition of insurance products for bigger 
mobilization of resources, 
• To study the role of IRDA in liberalized insurance sector, 
• To make an in-depth analysis of marketing strategies of insurance 
companies, 
• To identify the problems, and suggest suitable measures for 
improvement and development of liberalized insurance sector. 
Hypotheses: 
• Insurance sector is pre-dominantly catered by the government 
companies but the private sector companies are pushing in, 
• The private companies are coming up with newer products, ideas 
and aggressive marketing strategies, 
• The existing players need to sharpen their approaches and 
marketing strategies, 
• The composition of insurance products need to be strengthened for 
greater mobilization of financial resources, 
• Private players are focusing on only on urban population. They are 
less concerned with rural population, 
• The overall performance of insurance companies is low. 
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Research Methodology: 
The study covers a period stretching from 1991 to 2004. The logic 
for selecting this period is that Indian economy initiated the process of 
liberalisation during the decade of 1990s. Insurance sector particularly 
experienced the liberalisation process since 2000. Thus, the selected 
period pertain to pre-and post-liberalisation period so that a comparative 
study of the performance and marketing strategies of life as well as 
general insurance companies in the pre- and post-liberalisation period can 
be done. Moreover, comparatively uniform data is available for this 
period. The nature of study is such that the researcher had to depend on 
secondary data for which the main sources used are follows: 
• The Annual Reports of Insurance Regulatory and Development 
Authority (IRDA), 
• The Annual Reports of Life Insurance Corporation of India (LIC), 
• The Annual Reports of General Insurance Corporation of India 
(GIC), 
• Malhotra Committee Report, 
• Insurance Watch - Monthly Journal, 
• IRDA - Monthly Journal - published from Insurance Regulatory 
and Development Authority. 
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Plan of the Study: 
The study has been divided into five chapters. First chapter gives a 
brief introduction of insurance industry. It also, reviews the available 
literature on the subject, describes the need and importance of the study, 
sets out the objectives of the study, builds up the hypothesis and explains 
the research methodology of the study. Second chapter, deals with 
Economic Liberalisation, Globalization and inflow of Foreign Direct 
Investment after liberalisation. The main focus of this chapter is on 
different reforms in Indian economy, i.e. Financial Sector Reforms, 
Capital Market Reforms, Information Technology Reforms, Tele-
communication Reforms, Infrastructure Reforms, Foreign Trade Policy, 
Public Sector Reforms, Industrial Policy Reforms, Disinvestment Policy 
and Insurance Sector Reforms etc. In third chapter Development of 
Insurance Sector, investment pattern of the LIC as well as GIC in 
different sectors has been evaluated. It also covers the Recommendation 
of the Malhotra Committee for opening up of insurance sector to foreign 
and private players. Insurance Regulatory and Development Authority 
(IRDA) Act, and necessary obligations placed on foreign insurance 
companies. Fourth chapter analyses the impact of Economic 
Liberalisation on Insurance Sector in India in general and emergence of 
private players, emerging changes in India's insurance sector since 
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Economic Liberalisation, performance and role of private players in 
changing environment in particular. The fifth and the final chapter draws 
significant conclusions with regard to problems faced by Public Sector 
Insurance Companies in changed scenario and offers suggestions for the 
improvement of the insurance business in India. 
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INTRODUCTION 
The preceding chapter rendered a detailed account of the available 
literature on insurance, set out the statement of problem, scope and 
objectives of the study, and dealt with formulation of the hypothesis 
alongwith the research methodology adopted to critically study and 
examine the impact of economic liberalisation on insurance sector in 
India since 1991. The present chapter is devoted to present an overview 
the economic liberalisation in India. 
The liberalisation policy of India is the precious gift of Dr. 
Manmohan Singh (the then Finance Minister) to the people of India at the 
time when the country was in the grip of unprecedented economic crisis 
and political turmioil. It was announced soon after the new government of 
Narasimha Rao came to power in June 1991'. It is an outcome of 
widespread changes which had taken places in the international, social 
and economic order as well a direct offshoot of the management of an 
"equilibrium trade crisis" which knocked the door of Indian economy in 
the beginning of the Nineties . 
For the first time in its history, India was faced with the unbearable 
pain of defaulting on its international commitments on account of adverse 
balance of payments having foreign exchange reserves barely enough for 
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two weeks of our imports, withdrawal of NRI deposits at a faster pace, 
closure of international commercial language and erosion in international 
confidence due to drastic falling foreign remittances . 
The crisis became more grievous in the wake of joint consequences 
of the occurrence of gulf war which brought about the third oil price hike 
and dwindling down of foreign exchange reserves due to heavy payments 
for oil imports. In other words, we must state that Indian economy was 
almost sinking and groaning for relief in 1991 with foreign exchange 
reserve plummeting into an abnormally low level of $ 2.2 billion, 
inflation in the vicinity of 14 per cent and fiscal deficit rising to 8.4 per 
cent of GDP combined with current account deficit at $ 9.9 billion. All 
these developments forced the government to think of a major departure 
from the trade policy followed till then and to make a serious move 
towards further integration of the Indian economy with the rest of the 
world by announcing the agenda of economic reforms with a view to 
combat the several maladjustments prevailing in the different layers of 
the economy'*. 
All the programmes of policy package of economic reforms are 
known as the New Economic Policy of India. In this way the new 
economic policy is a compulsory product of the management of economic 
crisis. The new economic policy means, an adoption of such type of 
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initiatives which aim at reduction of fiscal deficits, wiping out of the 
current account deficits, cutting down of government expenditures, 
rationalization of subsidies, control of insulation, alleviation of poverty 
and achievement of social equity. The fundamental objective of this 
policy is to bring about a qualitative and sustained innovation in the 
standard of living of the people of India^. 
The new economic policy was promulgated in 1991 to resolve the 
following problems . 
• To boost growth for accelerated economic development. 
• To help reduce external debts and service charges. 
• To enhance efficiency of the economy by encouraging investment 
in technology and infrastructure. 
• To minimize risks to investors by regulating capital and money 
markets. 
• To create business friendly environment by abolishing redundant 
restrictions. 
• To do away with the state monopoly by disinvesting public 
enterprises. 
• To allow access to investors to national and international capital 
and money markets. 
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• To guarantee protection or rights to investments, trade and 
intellectual property. 
• To promote foreign trade. 
• To integrate the national economy with the world economy within 
the parameters of UNO and WTO. 
• To follow schedule of payment and repayment of external debts. 
GLOBALIZATLON 
The issue of globalization is one of the important issues of the 
package of reforms policies as being implemented in India. Which means 
the opening of the gate of economy for mutual global cooperation in the 
economic life of the country by way of reducing controls, removing 
licensing systems and bureaucratic delays, providing partial convertibility 
of rupee and placing the economy towards more market orientation. The 
scheme of globalization means the acceptance of outward-looking policy 
of economic development in place of inward-looking one. The usefulness 
of globalization is vivid from the fact that the process results in the 
detachment from the inward-looking policy experienced by several 
countries . The success of the outward-looking policy, particularly in the 
newly industrialized countries, created a strong desire for India to 
adopting such similar policy. For instance, Latin American countries 
which pursued inward-looking policy which did not succeed much in this 
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regard and adopted the policy of liberalisation for globalizing their 
economies to accelerate the tempo of economic development . Denmark 
and Norway followed outward-looking policy soon after the second 
world war and established a record of development of their economies. 
Not only this, Southern Europe and Japan in the Mid Fifties and Korea, 
Singapore and Taiwan in the early Sixties started outward-oriented 
policies and achieved grand success by giving freedom to their 
entrepreneurs to choose between domestic and imported inputs and duty 
free imports of inputs for boosting the scale of exports and achieving the 
higher rate of economic growth. The experiences of these countries, 
which followed an outward-looking strategy of economic development 
have proved that the rate of capital productivity and the rate of growth are 
extremely higher in globalized economies than unglobalized economies 
are sufficient grounds for India to follow the path of globalization^. 
In the following paragraphs an endeavour has been made to study, 
in detail, different phases of economic liberalisation in India. 
First Phase of Economic Liberalisation (1980-90): 
The attitude of Indian government has been frequently changing 
towards foreign direct investment since the dawn of independence. It has 
many distinct phases; one from independence upto the late 60's which 
was marked by gradual liberalisation, then from 60's to 70's which was 
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characterized by a mere selective stances, followed by the 80's which 
heralded a liberal policy. During the 'Nineties' the liberalisation process 
was carried forward with the sweeping structural reforms. Throughout the 
70's attention of the government was focused on the enforcement of 
Foreign Exchange Regulation Act (FERA) and towards its end, the 
failure to step up volume and proportion of manufactured exports in the 
context of second oil crisis began to worry policy makers. It was realized 
that international competitiveness of Indian goods was poor due to 
inferior quality and technology obsolescence, limited range and the high 
cost'°. 
Another factor was that marketing channels were dominated by the 
MNC's in the industrialized countries. The government tried to deal with 
the situation by emphasizing modernization of plant and equipment 
through liberalized imports of capital goods and technology, exposing 
Indian industry to competition by reducing imports restriction and tariffs 
and assignment of greater role to MNCs on the promotion of 
manufactured exports by encouraging them to set up Export Oriented 
Units (EOUs). All the measures were reflected in the Industrial Policy 
Statement of 1980. 
The policy statement throughout the 80's covered liberalisation 
initiatives of the government. Liberalisation in the licensing rules, 
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exemption from foreign equity restrictions under Foreign Exchange 
Regulation Act (FERA) to 100 per cent for export-oriented units were tlie 
remarkable features of the statement. In 1984 a major amendment in 
Monopolies and Restrictive Trade Practices (MRTP) Act severely 
curtailed its scope. In 1985, twenty five industries were delicensed and 
the government decided to set up four more Export Processing Zones 
(EPZs) in addition to the existing two, at Kandla (1965) and Santacruz 
(1972) to attract multinational enterprises to start export oriented units''. 
The Export-Import (EXIM) policies were liberalized in these years 
for the import of raw materials and capital goods by expanding the list of 
items on the Open General License (OGL). In 1984, nearly 200 capital 
goods were slashed and in 1985 restrictions on import of designs and 
drawings were removed. 
In November 1980, the process of streamlining foreign 
collaboration got under way with the delegation of power to 
administrative ministries for approvals involving an outflow of more than 
Rs. 5 million in foreign exchange without any foreign equity 
participation, which was raised to Rs. 10 million. Tax rates on payment of 
royalties were also reduced from 40 per cent to 30 per cent. The policy 
towards foreign equity participation was also made flexible and except 
the general ceiling of 40 per cent on foreign equity cases v/ere taken up 
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on merit of individual proposals. Foreign equity participation was also 
allowed in existing companies with a view to facilitate the transfer of 
superior technology by the Cabinet Committee on Economic Affairs 
(CCEA) in 1986. The procedures for employment of foreign nationals 
were also eased. Custom tariffs on general projects, machinery and 
components were reduced to 10 per cent, and concession in tariffs in the 
electronic sector were extended to 35 more types of equipments in 1989 
budget. The aluminium and cement industries were decontrolled and 
broad-banding in respect of industrial licensing was extended to 
production of white goods. 
The Technical Development Fund (TDF) scheme was liberalized in 
1988-89 to allow import of technology and capital goods upto the foreign 
exchange equivalent of Rs. 30 million. Approvals for opening up of 
liaison offices by foreign firms were liberalized and the procedures for 
outward remittances of royalties, technical fees and dividends were 
streamlined. As a result of streamlining, the rejection rate, in foreign 
collaborations, came down from 30 per cent to between 5 and 8 per cent. 
In December 1989 a new government come to power which vowed 
to carry forward the process of liberalisation and streamline the process 
of foreign investment. Government showed its willingness to grant 
approvals to Foreign Direct Investment (FDI) proposals involving 40 per 
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cent foreign equity in new import policy of 1990, eighty two more capital 
goods were brought under Open General License (OGL) taking its 
number to 1343 items. Under Technical Development Fund, the limit for 
import of design and drawings were raised to Rs. 10 million with an 
overall ceiling of Rs. 30 million from Rs. 3 million. The government took 
further measures for de-bureaucratizatiou and greater transparer\cy of 
foreign investment approvals, which were announced in the Parliament in 
May 1990. 
The aforementioned approvals included abolition of licensing for 
new units for fixed investment upto Rs. 250 millions (Rs. 750 million for 
EOU's and uaits located in specified backward areas). No clearance 
would be needed for foreign collaboration agreement provided the royalty 
payment was restricted to 5 per cent on domestic sales and 8 per cent on 
exports'^. 
For proposals involving lump sum payment, requiring the 
government clearance would be communicated within a month. The 
government also proposed to issue a positive list of industries where 
foreign investment would be welcome. But all these measures could not 
be implemented because government was facing severe crisis and 
ultim.ately it fell and the next government, which v/as minority 
government, could not have the courage to implement these liberalisation 
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measures. Subsequent failures lead the Indian economy to its worst 
financial crisis with the deficit in the Balance of Payment (BOP) and 
rising trade imbalance. 
Second Phase of Economic Liberalisation (1991-2001): 
The year 1991 marks an important watershed in the post-
independence economic history of the country. The approach to and 
content of economic policy underwent an important change. The balance 
of payment crisis of 1991 was converted into an occasion to introduce 
certain fundamental economic reforms, for both growth and stability. 
These were undertaken mainly to correct the macro-economic 
imbalances, which had destabilized the Indian economy in the 90's with 
ballooning inflation rate, high current account deficit, unsustainable fiscal 
deficit and acute shortage of foreign exchange reserves'^. 
As a result, the government came out with a host of reforms 
packages right from July 1991 which were undertaken in almost all the 
areas of economic activity which are discussed briefly in the following 
paragraphs. 
Foreign Direct Investment (FDI) - After Liberalisation: 
India initiated economic policy reforms in 1991 and since then 
these reforms have played a critical role in the overall economic 
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development of the Indian economy. The reforms have involved opening 
the economy, making it more competitive, getting the government out of 
huge morass of regulation, empowering the States to take more 
responsibility for economic management and creating a kind of 
competition between the States for foreign investors. The gross domestic 
product (GDP) growth rate which had collapsed to 0.8 per cent in 1991-
92 rebounded to a near normal 5.3 per cent in 1992-93, and then 
accelerated to 6.2 per cent in 1993-94. Subsequently, the GDP grew at an 
average rate of 7.5 per cent in three years. 1994-95 to 1996-97, before 
slowing down to 5.1 per cent in 1997-98. It is important to note that 
despite the slow down, the average growth rate during the four years in 
1994-95 to 1997-98 was 6.9 per cent, significantly higher than the growth 
rate of 5.6 per cent achieved during the 1980's. However, the average 
growth rate of GDP in the five years from 1998-99 to 2002-03 remained 
significantly lower (5.42) than that of 1980s as well as for the first 8 years 
of 1990s (6.0 per cent)'^ 
All over the world Foreign Direct Investment (FDI) is now 
recognized as an important source of non-debt financing. It is sought as a 
means of technology inflow and of establishing inter-firm connections in 
a world of Multinational Companies (MNCs) operating primarily on the 
basis of network of global inter connections. In the present global 
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scenario, it is possible for India, to achieve dynamic growth based upon 
labour intensive manufacturing, that combines the vast supply of Indian 
labour, including skilled, managerial and engineering labour, with the 
foreign capital, technology and markets. The FDI has proved to. be 
resilient during financial crisis. For instance, in East Asian countries such 
investment was remarkably stable during the global financial crisis of 
1997-98 15 
Table 2.1 
Foreign Direct Inflow to India: Approvals vs. Actual Inflows 
Year 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 
2002 
Total 
Approvals 
5.3 
38.9 
88.6 
141.9 
320.7 
361.5 
548.9 
308.1 
283.7 
370.4 
268.7 
108.9 
2845.6 
Actual Inflows 
3.5 
6.8 
17.9 
32.9 
68.2 
84.4 
120.4 
92.1 
73.0 
83.9 
13.0 
68.7 
782.8 
Realization rate (per 
cent) 
66.04 
17.48 
20.20 
23.19 
21.27 
23.35 
21.93 
29.89 
25.73 
22.65 
48.75 
63.00 
27.5 
Source: Compiled from data in 
. Industr>'), April 2002. 
SIA newsletter (Ministry of Commerce and 
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Table 2.1 shows the trend of FDI approvals in India, along with 
actual realization rate, since 1991. The table points out clearly that FDI 
approvals as well as actual flows have continuously been showing 
upward trend from 1991 to 1997. Actual inflows, which were merely Rs. 
3.5 billion in 1991, reached Rs. 120.4 billion in 1997. But during 1998 
and 1999 the FDI flow declined considerably. Besides the Asian crisis 
and sanctions imposed on India as a consequence of nuclear explosion 
test cast their shadow on FDI flows in India. But the FDI flow again 
showed increasing trend both in 2000 and 2001. It is noteworthy that the 
position of FDI actual flow, as a per centage of approvals, has remained 
very dismal in almost each year since 1997. Actual FDI as a proportion of 
FDI approved works out only 27.5 per cent for the last 12 years. 
Table 2.2 
Sector-wise break-up of FDI approved (Aug. 1991 to May 02) 
Sector 
Fuels 
Telecommunications 
Transportation 
Service sector (Financial and Non-Financial) 
Metallurgical 
Electrical equipment, computer, software, 
hardware and electronics 
Food processing 
Hotel & tourism 
Consultancy 
Others 
Per centage of total FDI approved 
August 1991 to 
January 1999 
32.11 
17.83 
6.83 
6.32 
6.00 
5.14 
4.49 
1.89 
-
19.27 
August 1991 to 
May 2002 
24.60 
20.05 
7.35 
6.39 
5.59 
9.69 
3.34 
1.74 
0.93 
17.32 
Source: Compiled from data in SIA Newsletter (Ministry of Commerce and 
Industry), June 2002. 
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Sector-wise break-up of FDI and technical collaboration approved 
after globalization in presented Table 2.2. It is evident from the table that 
the engineering sector received the largest (32.11 per cent) share of total 
FDI. While, telecommunication sector is at the second position by 
receiving the 17.83 per cent share of total FDI, the transport sector stood 
occupied third position by receiving 6.8 per cent share of total FDI 
"between August 1991 to January 1999". The position of various other 
sectors concerning per centage share in total FDI approvals from August 
1991 to May 2002 is not very much different except for electrical 
equipment, computer and electronic industry. 
The facts and figures regarding country-wise break-up of FDI flow 
after the initiation of financial sector reforms are exhibited in Table 2.3. 
Table 2.3 
Country-wise break-up of FDI approvals 
Country 
USA 
Mauritius 
UK 
Japan 
South Korea 
Country-wise breal<-up of FDI approvals (Rs. million) 
1991-1999 
4618844.82 
221983.34 
159767.18 
91076.81 
96901.01 
2000 
41949.58 
72339.82 
4112.29 
8275.44 
410.79 
2001 
49215.30 
28925.30 
49942.45 
7352.74 
667.57 
2002 
20511.22 
18466.06 
18043.84 
708.49 
290.29 
2003 
2106.53 
2434.43 
663.84 
43.78 
30.77 
1991-
2003 
575627.45 
344148.95 
232529.34 
114537.27 
98300.42 
per cent share in 
total 
1991-
1999 
26.15 
12.57 
9.05 
5.16 
5.49 
2000-
2003 
23.91 
25.67 
15.29 
4.93 
0.29 
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Germany 
Netherlands 
Australia 
France 
Malaysia 
Singapore 
Italy 
Israel 
Cayman Island 
Switzerland 
Canada 
Thailand 
Hong Kong 
Sweden 
South Africa 
UAE 
China 
West Indies 
Panama 
Denmark 
Bermuda 
Oman 
Kuwait 
Indonesia 
Taiwan 
Qatar 
New Zealand 
Philippines 
Sco^ca**Uc 
79032 5 60 
4695 5 07 
6555Z 46 
50354 30 
55606 20 
4159766 
4447)30 
4234 7 48 
3632 7 10 
2739') 18 
23818 87 
24588 21 
1786-' 42 
17012 77 
18881 63 
049 1 00 
7120 38 
6474 30 
6405 45 
')29^  84 
)322 00 
578"; 14 
5843 60 
3929 80 
232'/ 49 
315 30 
2787 68 
J838 76 
5937 64 
44 55 
616 95 
2020 74 
158 83 
3232 44 
1073 12 
9 90 
998 31 
71658 
1544 00 
3 75 
4221 33 
1011 83 
59 70 
500 90 
0 00 
0 00 
1 30 
263 41 
88 25 
37 64 
7 33 
1 02 
51 52 
4300 00 
2 76 
6 58 
AcS€A^zic4^ztca*t-
413891 
36935 71 
843 80 
6798 08 
1057 96 
3798 70 
1714 82 
86 86 
55 52 
1074 97 
537 55 
12 08 
429 16 
2363 99 
18 88 
622 14 
0 00 
0 00 
12 45 
259 34 
824 58 
32 80 
149 45 
0 70 
531 
0 00 
1104 20 
19 25 
253145 
5523 57 
772 77 
6228 72 
3726 36 
3721 62 
705 43 
1 18 
1487 06 
1450 82 
2860 93 
0 10 
169 79 
212 56 
1 15 
991 73 
0 10 
2 77 
9 15 
549 21 
3 35 
222 00 
9 20 
1263 96 
3568 84 
0 00 
7 78 
0 34 
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892 47 
120 48 
47 65 
193 21 
55 82 
679 70 
81 00 
0 10 
3 55 
658 65 
1 36 
26 81 
331 17 
0 00 
60 00 
1791 
2 39 
0 00 
0 00 
2140 
0 00 
0 00 
0 00 
0 50 
7 70 
7 20 
0 00 
0 05 
92533 07 
89579 38 
67833 63 
65595 05 
60605 17 
53030 12 
48049 69 
42445 52 
38871 24 
31296 19 
28762 71 
24630 96 
23018 87 
20601 15 
19121 36 
812601 
7131 87 
6477 04 
6428 35 
6388 19 
6270 43 
6079 58 
6009 58 
599 98 
4954 86 
4622 50 
2900 42 
3864 98 
4 47 
2 66 
3 71 
2 85 
3 15 
2 36 
2 52 
2 40 
2 06 
1 55 
1 35 
1 39 
I 01 
0 96 
1 07 
0 37 
0 40 
0 37 
0 36 
0 30 
0 30 
0 33 
0 33 
0 22 
0 078 
0 02 
0 16 
0 22 
2 84 
8 96 
0 48 
3 20 
1 05 
2 40 
125 
0 02 
0 53 
0 82 
1 04 
001 
1 08 
0 75 
0 03 
0 34 
0 00 
0 00 
0 00 
0 23 
0 20 
0 06 
0 03 
0 27 
0 76 
091 
0 23 
001 
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Spain 
Austria 
Others 
Total 
3490.32 
2747.37 
638573.48 
1766183.9 
51.88 
55.83 
1875.79 
157781.8 
1.55 
77.20 
4194.98 
205275.3 
263.22 
176.71 
5763.09 
108978.6 
i.n 
0.96 
732.36 
11605.9 
3808.08 
3058.07 
92209.64 
2242035.1 
0.20 
0.16 
12.25 
100.0 
0.07 
0.07 
5.27 
100.0 
Source: The Economic Times, New Delhi, 7 July 2003. 
Table given above shows that although the US still remains India's 
major investment partner, its share in India's aggregate foreign direct 
investment inflow has shrunk subsequently of late. The US share in 
India's aggregate FDI approval has declined from 26.15 per cent during 
1991-99 to 23.91 per cent during 2000-2003 (upto April 2003). Much of 
this fall in the share of the US in the new millennium was accounted for 
by its poor perfomiance in 2002 following economic downturn in the 
previous year. Its share in India's aggregate FDI approvals fell by more 
than five per cent from about 24 per cent in 2001 to 18.8 per cent in 2002. 
In actual ternis, the FDI approvals of the US declined by a hefty 58.3 per 
cent from Rs. 4,921.53 crores in 2001 to Rs. 2051.12 crore in 2002. 
Interestingly, while the share of the US in India's aggregate FDI approval 
declined, that of Mauritius increased dramatically. 
Infact, Mauritius has become India's largest investment partner in 
the new millennium. Its share in our total FDI approvals has increased 
dramatically from 12.5 per cent during 1991-1999 to 25.67 per cent 
during 2002-2003. And in 2002, when the share of the US fell by as much 
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as five per cent over the previous year, that of Mauritius increased by 3 
per cent from 14 per cent in 2001 to 17 per cent in 2002. 
Unlike the past, when India had to depend largely on the US for 
capital inflow, the new millennium has witnessed a drastic change in the 
source of foreign fund. Infact, a number of developed western nations 
have substantially increased their stake in India in recent years. UK's 
share in India's total FDI approvals, for example, has increased sharply 
from about 9 per cent during 1991-1999 to 15.29 per cent during 2000-
2003. 
India's FDI approvals, in fact, fell drastically in 2002 following 
declaration in FDI inflow world over. The liberalisation has improved 
India's rating abroad and the investors all over the world are now keen to 
invest in India. 
ENVIRONMENT FRIENDLY REFORMS FOR FOREIGN INVESTORS: 
Economic liberalisation brought a large number of reforms in 
different areas of the economy to create congenial environment for 
foreign investors: The present study proceeds to sort out the major 
aspects of economic reforms that relate to the following aspect of foreign 
investment in India. 
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Financial Sector Reforms: 
The object of financial sector refonns is stated to improve 
profitability of the state-owned commercial banking system and better 
functioning of the domestic capital market. The architects of liberalisation 
in India seem to be working on the simple presumption that the discipline 
of market forces will make both the banking system and the capital 
market more efficient. The reforms in the context of commercial banks 
seek to improve profitability and restore financial health. The actual and 
the intended reducfion in the statutory liquidity ratio (the minimum 
percentage of deposits that banks must hold in government securities) and 
the cash reserve ratio (the minimum proportion of deposits that banks 
must hold in cash) are meant to ensure that resources made available in 
the form of bank deposits are not pre-empted by the government but 
released for the private sector. The government has also introduced new 
guidelines for income recognition, asset classification, provisioning 
requirements and capital adequacy in the commercial banking system^ .^ 
Keeping this in view a number of committees were appointed to 
recommended as to what important measures could be taken to prop up 
the banking sector to be globally competitive. Among these, the most 
significant committee was Narasimha's committee appointed by the 
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Reserve Bank of India (RBI) in 1991 which recommended the following 
measures . 
• The branch licensing system for opening new branches should be 
abolished. 
• A liberalized view should be adopted for allowing foreign banks in 
the country and both foreign and domestic banks should be treated 
at par. 
• Statutory Liquidity Ratio (SLR) for banks should be curtailed to 
the level of 25 per cent within next five years. Cash Reserve Ratio 
(CRR) should also be curtailed in various phases. 
• There should be abolition of dual control of RBI and Finance 
Ministry on Banks. RBI should only functions as a regulatory 
authority of banking system in the economy. 
• Augmentation of capital base of commercial banks to the 
international norm of 8 per cent deposit through public issue of 
shares. 
• Phased deregulation of administered interest rates on bank deposits 
and advances and lending of term lending institutions. 
Since 1991, reforms in the banking sector undertaken are stated 
briefly as follows: 
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Statutoiy Liquidity Ratio (SLR) on incremental net domestic 
demand and time liabilities declined from 38.5 per cent to 25 per 
cent. 
Interest rates on deposits and advances of cooperative banks 
completely deregulated subject to a minimum lending rate of 12 
per cent. 
Average CRR on NDTL reduced gradually from 15 per cent to 
10.5 per cent and is further brought down to 10 per cent in March 
1998. 
Nationalized commercial banks allowed raising of capital through 
debt and equity to attain international capital adequacy norms, term 
lending institutions are allowed to raise capital from market. 
Thirteen public sector banks have attained a capital to risk 
weighted assets ratio of 8 per cent. Full capital adequacy norms 
obtained by all foreign banks and may Indian banks. 
New privaite banks were given licenses to operate and about 10 
banks have come up since 1991. 
CRR on non-resident Indian were first rationalized and then finally 
removed with effect from 1996 and interest rates on these term 
1 Q 
deposits were completely deregulated . 
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Capital Market Reforms: 
Some major steps were undertaken in the reforms package of 1991 
regarding capital market to facilitate a rapid and sustained improvement 
in the over all functioning of the capital market. 
The reforms in the capital market seek to finance investment in the 
private sector and attract foreign portfolio capital. Interest rates in the 
domestic capital market have been deregulated and the need for prior 
government approval of the size and price of equity issues in the primary 
capital market have been dispensed with. It is believed that the capital 
market will novs/ be disciplined by market forces, while the newly 
constituted Securities and Exchange Board of India (SEBI) will establish 
rules and regulations to govern the stock market and its intermediaries'^. 
Foreign Institutional Investors were granted permission to operate 
in the capital market by registering themselves with SEBI. To encourage 
non-resident investment, transactions in shares and debentures can now 
be undertaken with prior permission of Reserve Bank of India (RBI). 
Indian companies now permitted to operate in international capital market 
with the use of American Depository Receipts (ADRs) and Global 
Depository Receipts (GDRs). SEBI was entrusted with the power of 
issuing regulations and file suits without prior permission of the 
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government. Over the Counter Exchange of India (OTCEI) and National 
Stock Exchange of India (NSE) started functioning with stock trading and 
electronic display, clearing and settlement of facilities . 
Economic liberalisation is about bringing market prices closure to 
efficiency prices and allowing individuals, households or firms more 
freedom to make economic decisions. This means a reduced role for the 
state. More concretely, it means moving away from political or 
bureaucratic discretion towards market-based uniform rules guided by the 
price mechanism. But a well-functioning price mechanism requires the 
institution of a well-functioning market. Markets do not suddenly 
materialize, but are deliberate acts of the state. 
Information Technology Reforms: 
India's Information Technology sector has exhibited tremendous 
growth. From a fledging level of US$43.5 million in 1990, the sector 
notched revenues of US$1 Ibn in 2000-01, representing nearly 5 per cent 
of India's GDP, of which exports accounted for US$5.8 billion. 
A separate Ministry of Information Technology has been 
established by the Government on October 15, 1999. The IT Ministry will 
be primarily responsible for all policy legislation relating to information 
technology, knowledge based industries, internet, e-commerce and IT 
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education and IT-based education and development of electronics, 
computers and creation of Silicon valleys in India. Information 
Technology Act, 2000 has been enacted. To deals with cyber security, 
cyber crime and other information security related legal aspects. The Act 
paves the way for electronic documentation and payments through 
certification of public keys by the certifying authorities and maintaining 
database of certifying authorities and a national repository artifacts and 
other technical infrastructure and a constant vigil on primary a consumer 
rights . 
According to a recent World Bank study, India is the preferred 
location for software vendors for its quality and cost. Recognizing the 
special advantages and opportunities in India, many leading IT 
multinationals have set up operations in India. India has a strong Unix 
base which provides opportunities for the development of products for 
Internet - based applications. Further, India has global connectivity with 
international dialing facility from over 13,220 locations. Leased/switched 
high-speed data links from major centers through Software Technology 
Parks (STPs) and Videsh Sanchar Nigam Ltd. (VSNL) for point-to-point 
communication are also available. Internet connectivity is provided 
through several networks. Market openings have emerged across four 
business sectors - IT services. Software products, IT enabled services and 
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E-business. By March, 2001 end the combined turnover of the IT and 
software services companies in India would have touched almost US$ 10 
billion with exports touching US $ 6.24 billion and profits expected to 
continue and also to increase by more than 30 per cent year an year. The 
software exports are expected to grow to US$ 500 billion by 2008^^. 
• Automatic route for foreign equity upto 100 per cent in software 
and electronics, except aerospace and defence. 
• 100 per cent foreign investment permitted in units set up 
exclusively for exports. Such units can be set up under any one of 
the following schemes, namely, Electronic Hardware Technology 
Parks (EHTPs), Software Technology Parks (STPs), Free-Trade 
Zones (FTZs) Export Processing Zones (EPZs) and 100 per cent 
Export Oriented Units (EOUs). 
• A number of States have developed their own IT policy to promote 
the development of software sector. Tax holiday upto 2010 for IT 
units to be set up in Software Technology Parks. 
• Tax holiday to R&D for upto 10 years with 12 per cent tax 
concession. 
• IT venture capital fund set up. 
• Simplification and liberalisation of Export & Import Policy. 
?-¥. ^"^ 
"'VC2QC^}^ '' 
Telecommunication Reforms: 
India's 23 million-line telephone network is one of the largest in 
the world and the third largest among emerging economies (after China 
and Republic of Korea). Given the low telephone penetration rate - 2.2 
per 100 people of population, which is much below the global average, 
India offers vast scope for growth. It is, therefore, not surprising that 
India has one of the fastest growing telecommunication system in the 
world with system size (total connections) growing at an average of more 
than 20 per cent over the last 4 years. 
The industry is considered as having the highest potential for 
investment in India. The growth in demand for telecom services in India 
is not limited to basic telephone services. India has witnessed rapid 
growth in Cellular, Radio Paging, Value-added services, Internet and 
Global Mobile Personal Communication by Satellite (GMPCS) services. 
This is expected to soar in the next few years. 
Recognizing that the telecom sector is one of the prime movers of 
the economy. Government's regulatory and policy initiatives have also 
been directed towards establishing a world class telecommunications 
infrastructure in India. The telecom sector in India, therefore, offers an 
ideal environment for investment. 
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Foreign collaboration coupled with an attractive trade and 
investment policy, have made India an attractive market for telecom 
equipments described as follows: 
• No industrial license required for setting up manufacturing units 
for telecom equipment. 
• In basic cellular, value added services and global mobile personal 
communications by satellite, FDI is limited to 49 per cent subject 
to licensing and security requirements and adherence by the 
companies (which are investing and the companies in which the 
investment is being made) to the license conditions for foreign 
equity cap and lock-in period for transfer and addition of equity 
and other license provisions. 
• Internet Service Providers (ISPs) with gateways, radio-paging and 
end-to-end bandwidth, FDI is permitted upto 74 per cent with FDI 
beyond 49 per cent requiring Government Approval. 
• No equity cap is applicable to manufacturing activities. 
• FDI upto 100 per cent is allowed for the following activities in the 
telecom sector . 
Infrastructure Sector Reforms: 
The infrastructure also got its share from subsequent policy 
changes. For rapid development of any economy adequate investment 
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should be made in its infrastructure and key to this is the imposition of 
appropriate user changes, which provide adequate return on the 
investment. 
• The Indian Electricity Act (1910) and the Electricity Supply Act 
(1948) were amended to make inroads for the entry of private 
investments in power transmission. There were various enactments, 
the Central Electricity Commission (CEC) was set up in which 
provisions for States were made to establish their own independent 
regulatory commissions '^*. 
• In February 2000, a conference of Power Ministers of all States 
was held, which took some important decisions like, the hundred 
per cent metering by December 2001, audit of energy at all levels, 
total elimination of power theft and restructuring of all State 
Electricity Boards (SEBs). 
• To demonstrate its commitment and to accelerate power sector 
reforms, the central government raised the plant outlay from 9,194 
crores to 10030 crores which is a substantial hike. 
• In national integrated highway project merging the golden 
quadrilateral connecting Delhi, Mumbai, Chennai and Kolkata with 
the east-west (Silchar to Sourashtra) and North-South (Kashmir to 
Kanniya Kumari) was launched. 
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• To increase the density of internet, a policy framework has been 
designed to issue licenses to provide Internet Service Providers 
(ISPs). There will be no license for the first five years and after that 
a nominal license fee of Rs. 1 will be charged. Government is also 
planning to introduce the conveyance bill to cover 
telecommunication, information technology and information and 
broadcasting sectors is an integrated manner^^. 
Foreign Trade Policy: 
Foreign trade policy has been drastically changed in the Eighties; it 
incorporated a large number of provisions for controlling import and 
export. It was the result of protectionist trade policy, which was 
implemented through strict controls and licensing in relation to foreign 
trade. The object of foreign trade policy reforms implemented so far India 
has been to eliminate discretionary bureaucratic controls mostly on 
imports, to reduce the protection available to domestic industry, and to 
bring domestic prices closer to world prices. In conformity with these 
objectives, their has been a rapid dismantling of quantitative restrictions 
(quotas) on imports and exports, a substantial reduction in tariffs on 
imports combined with an abolition of subsidies on exports, and several 
downward adjustment in the exchange rates which have lead to a sizeable 
depreciation of rupees. The presumption is that this process (by making 
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exports more attractive and imports more expensive) will shift resources 
from the production of known traded goods to the production of traded 
goods, while exposure to international competition will force domestic 
firms to become more efficient . 
Since 1991, lacunae in exim policy have been plugged off by 
removing quantitative controls on export and import as a result of which, 
foreign trade can flourish in an atmosphere of freedom from the state 
controls. The process of economic reforms is seeking to increase the 
degree of openness of the economy to integrate it as soon as possible with 
the global economic system. The endeavour is, therefore, not confined to 
trade flows, it extends to capital flows also. 
Foreign Trade Policy in India - Some Highlights: 
Following are the some highlights of Foreign Trade Policy: 
• Big push to exports to garner 1.5 per cent of the world share by 
2009. 
• Foreign Direct Investment (FDI) permitted upto 100 per cent to 
establish and develop free trade and warehousing zones. 
• New schemes to boost exports of fruits, vegetables, flowers and 
minor forest produce. 
• Duty-free import of capital goods under Export Promotion Capital 
Goods (EPCG) scheme for agriculture sector. 
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• Import of seats, bulbs and tubers liberalized. 
• "Target Plus" scheme to accelerate growth of exports. 
• Export Oriented Units (EOU's) exempted from service tax. 
• EOU's permitted to retain 100 per cent export earnings. 
• Duty Entitlement Passbook (DEEP) scheme retained till replaced 
by a new one. 
• Restrictions on importing second-hand capital goods lifted. 
• Validity of license of various schemes increased to uniform 24 
months. 
• Import of gold of 18 carrots and above allowed under 
replenishment scheme. 
Foreign Exchange Management Act (FEMA): 
Foreign Exchange Management Bill was introduced in parliament 
in August 1998. It was adopted by the parliament in 1999 with an aim to 
consolidate and amend the law relating to foreign exchange with the 
objective of facilitating external trade and payment and for orderly 
development and maintenance of foreign exchange market in India. This 
new Act replaced Foreign Exchange Regulation Act (FERA), which was 
enacted in 1973 and emphasized on exchange regulation or exchange 
control. It was directly referred to the objective of Multinational 
Corporations (MNCs) in India and it was necessary to obtain Reserve 
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Bank's permission either in general or special, in most cases. FEMA 
brought drastic changes. Now, except for section 3, no other section of 
FEMA has provisions that stipulate obtaining RBI's permission^^. 
FEMA represents a major departure from the past policies in two 
respects; first it can be seen as a step towards capital account 
convertibility other, by removing FERA, the government seems to have 
finally decided to give up regulations on foreign capital in the country. 
Therefore, the absence of FERA will pose serious difficulties in 
regulating foreign investments. This also curtails the process of RBI that 
put restrictions on the drawl of foreign exchange for payment due on 
account of amortization of loans or for depreciation of direct investment 
in ordinary course of business. These relaxations on regulation of foreign 
exchange and movement towards convertibility will improve the external 
sector. But these relaxations and openness of economy will also push the 
current account deficit and create foreign exchange difficulties as the 
recent turmoils in global financial market have shown. Therefore, the 
government, which was advocating the relaxation, has started taking steps 
once again to impose some kind of restrictions. 
Public Sector Reforms: 
It would seem that the main objectives of the government are to 
reduce the activities of public sector, to facilitate the closure of loss-
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making units in the public sector, and to ease the burden on the exchequer 
on account of the pubhc sector. It has been emphasized that the pubhc 
sector should focus only on those sectors which are strategic and high 
technology based or constitute an integral part of the essential 
infrastructures. It has been stated that public sector enterprises which are 
chronically sick will be referred to the Board of Industrial and Financial 
Reconstruction (BIFR), which would decide whether these units can be 
effectively reconstituted or whether they should simply be closed down. 
The centrepiece of public sector reforms, however, has been 
disinvestment of government equity upto 20 per cent, subsequently 
extended to 49 per cent, in selected public sector enterprise^°. 
Reforms in the public sector in India are large on words but short 
on substance. The articulated objectives are limited and inappropriate 
while their pursuit is half-hearted. The number of industries reserved for 
the public sector stands reduced but there has been no systematic review 
of the portfolio of public investment that might lead to restructuring or 
rationalization. There are some hesitant steps, in terms of legislative 
amendments and administrative arrangements, that may make it possible 
to close units in the public sector and retrench workers with suitable 
compensation. Much of this, however, remains in the sphere of intentions, 
for the political constituencies for such changes have not yet been 
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created. However, the aim of reducing the burden imposed by the 
political sector on the exchequer is being advertised with zest. 
Notwithstanding the rhetoric of restructuring, the dominant motive 
underlying the sale of government equity in the public sector has been the 
desire to mobilize resources for the exchequer. This is born out by facts^'. 
The capital receipts from the sale of such assets, in the range of Rs. 
25-30 billion per annum, have been digested quietly by the union budgets 
to reduce the borrowing needs of the government. Thus, the fiscal deficit 
of the central government has been reduced temporarily. However, one-
shot assets sales cannot provide a sustainable solution to narrowing the 
fiscal deficit. This approach to public sector reforms characterized by 
asset sales and closures constitute the most unimaginative, perhaps 
opportunistic, form of privatization without any attempt at genuine 
restructuring. It is neither adjustment nor reform. It may imply selling the 
flag-ships and keeping the tramp-ships, or sending white elephants to the 
slaughter house, but there is no systematic attempt to address problems of 
efficiency and productivity in the public sector^ .^ The reason for this is 
not simply the lack of economic imagination on the part of our refomiers. 
Many public sector enterprises serve as the cows that are to be milked by 
the politicians and bureaucrats, including some of the enthusiasts for 
liberalisation. 
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Industrial Policy Reforms: 
Industrial policy reforms has removed barriers to entry for new 
firms and limits on growth in the size of existing firms. Investment 
decisions are no longer dependent upon government approval or 
constrained by state intervention. 
Industrial licensing has been abolished for all industries, accept 
those specified, and irrespective of levels of investment, and the 
exceptions are few. The law regulating monopolies has been amended to 
remove the threshold limit of one billion rupees on the assets of large 
business houses and to eliminate the need for prior approval from the 
government for capacity expansion, capacity creation, amalgamation, 
mergers or takeovers on the part of such companies. In simple terms, it 
means a quest on the part of economic actors to appropriate potential 
economic gains arising from securities created by the government and 
controls or opportunities created by the government policies. Some recent 
developments in India suggested that acquisitions, mergers or takeovers 
by firms in the industrial sector have enabled the enlarged corporate 
entity to capture a preponderant market share. It is possible to cite several 
examples. There are some that are significant and worth noting: the 
acquisition of Tomco by Hindustan Lever, the takeover of Godrej and 
65 
Boyce by Procter and Gamble, the merger of Parle and Coca Cola; and 
the tie up between Malhotras and Gillette . 
In all these cases, the dominant market share so attained in a 
particular product range has tended to eliminate established competition 
or pre-empt potential competition. This would simply not be permissible 
under anti-trust Jaws in most countries. Given the importance of scale 
economies in manufacturing, concern about the concentration of 
economic power should not become a constraint in growth. But in such 
situations, the market must be governed either by calibrating competition 
or by suitable anti-trust legislation in India, the law on monopolies has 
been diluted to abolish limits on the growth of firms through mergers, or 
acquisitions but laws needed to regulate monopolistic, restrictive or unfair 
trade practice have not been strengthened '^*. 
The new industrial policy of India 1991 gives a clear cut approval 
for foreign direct investment upto 51 per cent, foreign equity in the case 
of high priority industries and this obviously extends a cordial invitation 
to multinationals in a big way. 
The foreign direct investment with infact, the course of new 
technology and marketing into the economy expertise and provide for 
interaction with some of the largest international manufacturing houses 
and marketing firms. From which the country will seek a lot of 
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advantages. The market friendly approach of the scheme of globaHzation 
is expected to create suitable environment for the free entry of foreign 
capital on a very large scale and also facilities for smooth movement of 
goods through substantial reduction of tariffs and, thus, pave the way for 
further integrating the Indian economy. According to the budget speech 
1992-93 of the Finance Minister of India, "the new system is designed to 
provide a powerful boost to our exports as well as to efficient import 
substitutions"^^ 
The system provides adequate incentive to earn foreign exchange 
and thereby promotes exports. In the beginning several constraints 
prevented the easy gains of this process of globalization of the Indian 
economy and at the present moment its prospects are not bright as some 
critics put forward their views. According to them, globalization which 
implies consumerism of the western style, has actually resulted in a 
higher priority for luxury cars over mass transport and five star hotels 
over the low cost indigenous housing. So, globalization is the harbinger 
of western culture of life for a few sections of people. Better to say, only 
a microscopic per centage of the people of India, will be benefited 
through the process of globalization. Of course, the findings of several 
studies relating to this issue reveal the fact that the strategies that public 
copied so far have never contained any inbuilt mechanism that can offer 
67 
the benefits of growth for the poor masses. The poHcy of HberaHsation 
has been adopted in a manner, which contains a basket of welfare 
measures for the vast population but in effect promotes poverty and 
stagnation. 
Disinvestment Policy: 
Disinvestment policy is an integral part of economic liberalisation 
that visualizes an end to State Monopoly. The Indian government had 
virtually embraced bankruptcy during the period 1981-91. Its coffers 
were empty by the end of this period. The financial condition of the 
States of the Indian Union was also very critical. This funds crunch 
forced the government to incorporate disinvestment on an important 
element of the New Economic Policy (NEP) announced in July 1991. The 
Central and the State governments had become weak in terms of political 
stability by mid 1991. Though sufficient money could have been mopped 
up through effective mobilization of excise duties, income tax, sales tax, 
custom duty, cooperative dues, neither the Central government nor the 
State governments were prepared to opt for this hard measure. 
There was no preparedness on the part of either the Central 
government or the State governments to prune public expenditure. They 
preferred to approach the international leading agencies or sell 
government assets. It was realized that dependence on external resources 
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as well as disinvestment had to be resorted to as measure of political 
balancing. The political system in India has all through been dominated 
by the rich and powerful sections of the society, which do not pay the 
legitimate taxes and continue who have their strong hold on different 
institutions of the society. Thus, it was found politically expedient to go 
in for disinvestment as most of government assets since independence, 
and prior to that period, were built up largely from contributions coming 
in from the poor sections of society . 
The government appointed the Krishnamurthy Committee in 1991 
and the Rangarajan Committee 1992. Both committees recommended 
disinvestment to fulfill the objective of modernization of the public sector 
through strengthening R&D, initiating diversification expansion 
programmes, retraining and reemployment of employees, funding the 
genuine needs of expansion, widening the capital market base, and 
mitigating fiscal deficits of the government . 
These committees distinguished between the short-term and the 
long-term goals of disinvestment and advised the government not to 
sacrifice the long-term goals for the sake of fulfilling the short term 
objectives. The first disinvestment took place in 1991. Trenches of 
selected Public Sector Undertakings (PSU) shares were offered to banks 
and financial institutions. It has been entrusted to Disinvestment 
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Commission, which is statutory body to fix the price, timing and 
composition of the trenches. It is free option of NRIs, PIOs, GDRs, FIIs 
and domestic investors to subscribe to the trenches offered by the 
Disinvestment Commission subject to the approval of the government. 
Disinvestment in Public Sector Undertakings (PSUs): 
India's Disinvestment programme has moved so far and the 
plethora of issues that have been raised in the public domain relating to 
most Public Sector Undertakings (PSUs). The disinvestment process in 
relation to PSUs involves two distinct phases: (a) preparation and (b) 
execution. 
Preparation entails a detailed review of the PSUs covering 
operational, financial and legal issues in order to determine their current 
condition, their strengths, weaknesses, potential and financial 
restructuring requirements. 
As per the Economic Survey, 2001 the government has set out the 
following policies towards PSUs'^ .^ 
• Bring down government equity in all non-strategic PSUs to 26 per 
cent or lower, if necessary. 
• Restructure and revive potentially viable PSUs. 
• Close down PSUs that cannot be revived, and 
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Fully protect the interests of workers. 
The following table depicts the targets and achievements of 
disinvestment programme during 1991-92 to 1999-2000. 
Table 2.4 
Disinvestments in Public Sector Undertakings (PSUs) 
(Rs. in crores) 
Year 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
1997-98 
1998-99 
1999-2000 
Target 
2500 
2500 
3000 
4000 
7000 
5000 
4000 
5000 
10000 
Achievements 
(3038) 
(1913) 
(Nil) 
(4843) 
(362) 
(902) 
(5371) 
(902) 
(1829) 
Note: Figures within brackets indicate percentage of achievements to target. 
Sources: Compiled from the Chartered Accountant, the Institute Chartered 
Accountants of India, New Delhi, June 2001, p. 16. 
Table 2.4 reveals the year-wise disinvestment of Public Sector 
Undertakings (PSUs). It shows that in majority of the year-wise 
achievements the results have fallen below the targeted levels in the years 
1992-93, 1995-96, 1996-97, 1998-99 and 1999-2000. The achievements 
are below figure-wise (given in column 3 in crores) whereas in the year 
1991-92, 1994-95 and 1997-98 the achievements in disinvestment were 
over reached as shown in column 3. The figure for the year 1993-94 are 
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not available. Therefore, nothing can be explained about it. The overall 
mission of disinvestment appears to be accomplished and achieved during 
the period shown in the abovementioned table. 
Insurance Sector Reforms: 
The insurance sector was also under the purview of the 
liberalisation process. A committee was constituted way back in April 
1993 under the chairmanship of Dr. R.N. Malhotra, Ex-Governor of RBI. 
This committee submitted its recommendations to the Finance Minister. 
The committee stressed on the liberalisation of insurance industry in 
terms of deregulation and restructuring of insurance industry. Some of the 
important points of the recommendations are as follows'* :^ 
• The private participation be permitted in insurance sector but the 
same company should not be permitted to perform both life and 
general insurance business. 
• The minimum paid up capital for new company should be Rs. 100 
crores including minimum subscription of 26 per cent now 
exceeding to 49 per cent and maximum of 40 per cent from the 
promoters. 
• No other equity holders, excluding the promoters of private 
insurance company, should be granted equity share exceeding one 
per cent of the total equity. 
72 
• Foreign insurance companies should be permitted to operate in 
India on selective basis and only if they perform business by 
establishing a joint enterprise with Indian promoters'^'. 
• All the associate companies of GIC should be granted permission 
to perform business independently and GIC should work only as 
Re-insurance Company. 
• The share capital of GIC to be increased from Rs. 107.5 crores to 
Rs. 200 crores, which include 50 per cent share of the government, 
the rest should be opened for the general public and a certain 
percentage should be reserved for employees of the corporation. 
• The paid up capital for all associate companies of the GIC, 
presently Rs. 40 crores, should be raised to Rs. 100 crores. 
• The committee also recommended increasing the paid up capital of 
the Lie from Rs. 5 crores to Rs. 100 crores of which 50 per cent 
should be reserved for the government and rest for the public. 
• All the old and new insurance companies should be regulated under 
similar rules. 
• Controller of insurance should be given all the responsibility under 
the Insurance Act. 
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• Insurance Regulatory Authority (IRA) has been established in 
insurance sector on the lines of SEBI and IRA has been granted 
complete functional authority. 
• IRA has a permanent source for financing its activities and for this 
IRA should be permitted to charge a levy of 0.5 per cent on the 
annual income of the insurance companies. 
• New insurance companies entering into insurance industry should 
perfonn a minimum pre-determined insurance in rural sector and to 
promote life insurance in rural areas, postal life insurance should 
be used. 
• Abolition of license system for insurance surveyors and company 
should be free to recruit the surveyors of their own. 
• Insurance companies should be pemiitted to settle the claim upto 
Rs. one lakh on primary survey basis. 
• All the insurance companies have to deposit Rs. 10 crores as 
security deposit before starting business. 
• Failure to fulfill social obligations would attract a fine of Rs. 25 
lacs, in case the obligation is not fulfilled, license would be 
cancelled. 
• The Indian promoters can hold more than 28 per cent of the total 
equity for a period of 10 years from the date of commencement of 
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business, and the rest by non-promoter Indian share holders, which 
will not include equity of foreign promoters and share holding of 
FIIs, NRIs and CCBs. 
Economic liberalisation is the firm policy of the State to ameliorate 
operational environment for foreign investors in the country. The new 
economic policy has removed unnecessary restrictions on operation of 
large houses and flow of foreign investments. As a result of procedural 
and structural reforms, the country is heading towards strong economy. It 
includes streamlining of procedures, raising of permissible equity limits, 
wider scope for investments in sectors of their choice. Further, the value 
of currency has been hooked to current market level. In foreign trade, 
import licensing has been abolished and tariff rates reduced. It is a 
positive step to deregulate exports by dismantling regulatory framework 
for exports. Steps have been taken to liberalize domestic market. 
However, trade regulatory authority of India has been established to 
monitor compliance, with existing rules and regulations. 
It is a welcome step to remove controls by discarding industrial 
licensing policy in respect of a large number of products. It is supported 
by deregulation of financial sector. It is easier to raise capital in domestic 
and foreign markets. Investors have strong incentive for portfolio 
investments. It would have favourable impact on return with lower and 
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flatter rate of direct and indirect taxes. There is considerable progress in 
respect of price liberalisation for the products that were subject to 
administered pricing. It would lead to virtual abolition of State monopoly 
with steps to expedite disinvestment policy of public enterprises. In short, 
the country is smoothly progressing in its way to an open economy. 
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CHAPTER 
Sector c(t ^(tcUa 
T^exActo-frtH^-ttt o^ ^ttdxicui^tce C^ Ondc<t 
INTRODUCTION: 
The foregoing chapter highhghted the different phases of economic 
liberalisation in India and the various economic reforms made during 
these phases. The present chapter is devoted to a detailed study of the 
development of insurance sector in India in the continuing process of 
economic reforms. 
The industrialization put the world on the trajectory of growth and 
development. The general standard of living and quality of life around the 
globe has experienced positive changes in particularly all spheres of life. 
The unforeseeable developments in the area of medical science have 
given a longer chance to individuals to live, while the transportation has 
made the world as small as a village. 
At the same time, the modern industrialized society has rendered 
man and his property most vulnerably exposed to different kinds and 
varying degrees of risks and uncertainties. The annual losses to 
individuals and businessman from premature deaths, health problems, 
fire, water, accident, crop destruction, cattle deaths, windstorm, sea perils, 
earthquakes, floods, dishonesty, negligence, unemployment, lightening 
etc. are beyond estimation and indicate the importance of recognizing and 
meeting them intelligently. In order to avoid these unexpected and 
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unfortunate calamities, man has devised various plans to protect himself. 
One such rational method is insurance.' 
Insurance is a contract between two parties whereby one party, 
insurer, undertakes, in exchange for a fixed sum called premium, to pay 
the other party on happening of a certain event. Insurance is a protection 
against a financial loss arising on the happening of an expected event. 
Insurance companies collect premium to provide for this protection. A 
loss is paid out of this premium collected from the insuring public. The 
insurance company acts as a trustee to the amount collected through 
premium. 
Insurance may be described as a social device to reduce or 
eliminate risk of loss to life and property. Under the plan of insurance, a 
large number of people associate themselves by sharing risks attached to 
individual. The risks, which can be insured against, include fire, the perils 
of sea, death, accidents and burglary. Any risk contingent upon these may 
be insured against at a premium commensurate with the risk involved. 
Thus, collective bearing of risk is insurance. 
Professor Rober Mehr and Professor Emerson Cammack have 
defined insurance "a social device for reducing risk by combining a 
sufficient number of exposure units to make their individual losses 
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collectively predictable. The predictable loss is then shared proportionally 
by all those m the combination." 
SOCIO-ECONOMIC ROLE OF INSURANCE: 
Insurance provides certainty of payment at the uncertainty of loss. 
There are different types of uncertainties and risks, like the risk that some 
mishap will occur or not, how much loss will be there, when will it occur, 
etc. Insurance removes all these uncertainties and the insured is assured 
of getting the compensation of loss.'* 
Insurance provides protection against the probable chance of loss. 
Insurance guarantees the payment and thus protects from sufferings. It 
cannot check the happening of risk but can provide for losses at the 
happening of the risk. 
Risk sharing is the basis of insurance. When risk takes place all the 
persons who are exposed to the risk share the loss. It is thus a corporative 
device. On the basis of probability of risk, the share is obtained from each 
and every insured in the shape of premium. 
Insurance companies join hands with those institutions that are 
engaged in preventing the losses of the society and also are themselves 
engaged in taking various measures of improving the risk factor. This 
assists in reducing the premium, which means more business and 
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protection to the masses, thus contributing to the financial health of the 
organization itself and of other organizations. 
It provides capital to the society by investing its accumulated funds 
in various productive channels. The industry, the business and the 
individual are benefited by the investments and loans of the insurers. 
EVOLUTION OF INSURANCE: 
The roots of insurance might be traced to Babylonia, where traders 
were encouraged to assume the risk of the carvan trade through loans that 
were paid (with interest) only after the goods had arrived safely - a 
practice resembling bottamry and given legal force in the code of 
Hammurabi (C. 2100 B.C.). With the growth of towns and trade in 
Europe, the medieval guilds undertook to protect their members from loss 
by fire and shipwreck, and to provide decent burial and support in 
sickness and poverty. By the middle of the 14 century, as evidenced by 
the earliest known insurance contract (Genoa, 1347), marine insurance 
was practically universal among the maritime nations of Europe. In 
London, Lloyd's Coffee House (1688) was a place where merchants, ship 
owners, and underwriters met to transact business. By the end of the 18^*^  
century, Lloyd's had progressed into one of the first modern insurance 
companies. In 1693, the astronomers Edmond Halley constructed the first 
mortality table, based on the statistical laws of mortality and compound 
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interest. The table constructed in the year 1756 by Joseph Dodson, made 
it possible to scale the premium rate to age; previously the rate had been 
the same for all ages. 
Insurance developed rapidly with the growth of British trade and 
commerce in the 17^ ^ and 18' centuries. Prior to the formation of 
insurance corporations devoted solely to the business of writing 
insurance, policies were signed by a number of individuals, each of who 
writing his name and the amount of risk he was assuming underneath the 
insurance proposal, hence the term underwriter. 
The first joint stock companies to engage in insurance were 
established by Charter in England in 1720, and in 1735. The first 
insurance company in the American colonies was founded at Charfeston. 
Later, SC Fire Insurance Corporation was founded in New York city in 
1787. The Presbyterian Synod of Philadelphia was founded in 1759. This 
was the first life insurance corporation in America, for the benefit of 
Presbyterian ministers and their dependents. After 1840, with the decline 
of religious prejudice against this practice, life insurance entered a boom 
period. In the 1830s the practice of classifying risks began. The New 
York fire of 1835 called attention to the need for adequate reserves to 
meet unexpectedly large losses. Massachusetts was the first State to 
require companies, by law of 1837, to maintain such reserves. The great 
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Chicago fire (1871) emphasized the costly nature of fires in structurally 
dense modern cities. Reinsurance, whereby losses are distributed among 
many companies, was devised to meet such situations and is now 
common in other lines of insurance. The worlonan's compensation act of 
1897, in Britain required employers to insure their employees against 
industrial accidents, public liability insurance, fostered by legislation, 
made its appearance in the 1880s; it attained major importance with the 
advent of the automobile.^ 
The use of insurance appeared in the accounts of North Italian 
merchant banks who dominated the international trade in Europe at that 
time. They were engaged in the main segment of insurance sector, 
namely marine insurance, life insurance and fire insurance. Marine 
insurance is the oldest form of insurance followed by life insurance and 
fire insurance. The pattern followed in England has been followed in 
other countries including India also. The origin and growth of marine 
insurance, life and general insurance in India has been traced in the 
following pages. 
MARINE INSURANCE IN INDIA: 
There is evidence, that marine insurance was practiced in India 
about three thousand years ago. Moreland has stated that the practice of 
insurance was quite common during the rule of Akbar to Aurangzeb.'' But 
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the nature and coverage of insurance in this period is not well known. It 
were British insurance companies which introduced general insurance in 
India in its modern form. The oldest of these foreign companies was the 
Sun Insurance Office Limited, which started its operation in Calcutta in 
the year 1710. The Britishers opened general insurance in India around 
the year 1700. This was followed by establishment of several insurance 
companies in different parts of the world. 
LIFE INSURANCE IN INDIA: 
The British companies started life insurance business in India, by 
issuing policies exclusively on the lives of European soldiers and 
civilians. They some time issued policies on the lives of Indian's by 
charging extra premium. Different insurance companies like Bombay 
Insurance Company Ltd. (1793) and Oriental Life Assurance Company 
(1818) were formed to issue life assurance policies in India. Gradually, 
the first Indian Company named as Bombay Mutual Life Insurance 
Society Ltd. was formed in Dec. 1870. By 1871, the total number of 
companies working in India was 15 out of which 7 were Indian and the 
remaining were British companies. 
During the period from 1870 to 1900, a large number of Indian 
companies were formed under the Indian Companies Act, 1866. The 
business was confined to few communities and occupation only. During 
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the period from 1900 to 1912, the insurance business attached attention 
among middle class people. As a result Government of India passed the 
Insurance Act on the model of British Assurance Act. During the period 
from 1912 to 1930, the insurance business witnessed a set back.^ A 
number of changes took place between 1930 to 1938 and the Government 
of India passed Insurance Act, 1938. The Act still applies to all kinds of 
insurance business by instituting necessary amendments from time to 
time. 
FIRE INSURANCE IN INDIA: 
Fire insurance is one of the most popular forms of insurance and 
has acquired an important position is all the industrialized countries of the 
world. Compared to marine and life insurance, fire insurance does not 
have a long history and is of late origin. The first recorded suggestion for 
a fire insurance company seems to have been made in 1609 by Count 
Von Oldenburg in Germany, but the company was not formed. It, 
however, originated as a municipal undertaking in certain German cities 
such as Hamburg, where fire compensation was paid to the property 
owners on the payment of annual contribution calculated on the basis of 
annual rent of the property. In England, compensation for the damage 
done by fire was on a private rather than on a commercial basis. At the 
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time of the Great Fire of London in 1666, no fire insurance existed in 
England.'° 
In India, fire insurance business was also started during the British 
regime on the pattern of English insurance companies. Some of the 
earliest companies under English domination were formed in Calcutta. 
Sun Insurance Office Ltd. (1710), Royal, Exchange Assurance (1720), 
London Assurance (1720), Phoenix Assurance Company Ltd. (1782), 
Norwich Union Fire Insurance Society Ltd. (1797). Most of fire insurance 
businesses in India were in the hands of the foreigners, having their head 
offices in their respective countries. Later on, Indian insurers also joined 
the foreigners in 1971, the General Insurance Companies were 
nationalized. From 1^ ' January 1971, fire insurance business is being 
transacted only by the General Insurance Corporation of India and its four 
subsidiaries companies: 1. National Insurance Company Ltd., Calcutta, 2. 
New India Insurance Company Ltd., Bombay, 3. Oriental Fire and 
General Insurance Company Ltd., New Delhi, 4. United India Fire and 
General Insurance Company Ltd., Madras. 
MISCELLANEOUS INSURANCE: 
Due to the increasing demands of the time, different forms of 
insurance have been developed. Industrial Revolution of 19* century had 
facilitated the development of Accidental Insurance, Theft and Decoity, 
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Motor Car Insurance, Third Party Insurance, Fidelity Insurance, Credit 
Insurance, Burglary Insurance, Loss of Profit Insurance, Workmen's 
Compensation Insurance, Professional Liability Insurance, Disability 
Insurance, Unemployment Insurance, Bank Deposit Insurance, Crop 
Insurance, Cattle Insurance, Beauty Insurance, Agriculture Insurance, 
Weather Insurance, Engineering Insurance etc. This way the business of 
insurance developed simultaneously with human and social development. 
INSURANCE NETWORK IN INDIA: 
The Indian Insurance Industry at present may be classified into 
three segments namely. Life Insurance, General Insurance and 
Reinsurance. A detailed account of these segments is given in the 
following pages. 
LIFE INSURANCE CORPORATION OF INDIA (LIC): 
From its inception the Life Insurance Business in India was in the 
hands of private enterprise. However, the government participation in life 
insurance business was represented through. Postal insurance. Dating 
back to 1883, the postal insurance was initially established for the benefit 
of postal employees and the maximum amount on a single life was fixed 
at Rs. 4000." Later on, postal insurance was thrown open to all the 
government servants. 
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As regards the private enterprises engaged in life insurance 
business, as many as 154 Indian insurers (16 non-Indian Insurers and 75 
provident societies in all, 245 entities) had entered the life insurance 
business in India. However, a number of malpractices occurred in the 
private ownership of this industry causing loss to the unsuspecting public. 
There were also some instances of mismanagement and misutilization of 
the funds collected. An objectionable and harmful development was that 
the business houses which promoted these companies were, infact, 
diverting large funds for their other concerns, with no consideration for 
prudence of doing so. Often, such large diversions of funds led to a 
situation where the insurance companies were not in a position to honour 
their commitment to their own customers. This process gathered 
momentum especially after the First World War and between 1914 and 
1920, many insurance companies were closed down causing large losses 
for the small investors. After independence the Union Government's 
efforts at regulating the industry through various legislative measures 
were not very effective. The then Former Finance Minister, Dr. CD. 
Deshmukh said in parliament during the debate on the life insurance 
(emergency provisions) Bill, 1956, that the industry was not playing the 
role expected of insurance in modern state and efforts at improving the 
standard by further legislation we felt, were unlikely to be more 
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successful than in the past. In January 1956, the All India Congress 
Committee formally resolved that the life insurance business should be 
nationalized. As a first step, on January 19, 1956, the management of the 
life insurance business of 245 Indian and foreign insurers and provident 
societies, then operating in India, was taken over by the Central 
Government through the life insurance (emergency provisions) Ordinance 
1956. The Ordinance was replaced by an Act of Parliament known as the 
Life Insurance (emergency provisions Act, 1956). The Bill to provide for 
nationalization of the life insurance business was introduced in the Lok 
Sabha in February 1956, and the same became an Act in September 1956 
with capital contribution of Rs. 5 crores. Thus, came into existence the 
Life Insurance Corporation of India in 1956, and the life insurance 
business entered into the domain of government sector. 
OBJECTIVES OF LIFE INSURANCE CORPORATION OF INDIA 
(LIC): 
The Life Insurance Corporation of India Act 1956, following 
objectives of LIC: 
(i) Gross mismanagement of some private managed companies, 
(ii) Unduly high expenses of management of life insurance companies, 
(iii) High losses, 
(iv) Non-coverage of the rural population, 
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(v) High rate of premium, 
(vi) Unsuitable investments leading to failures of some projects, 
(vii) Undue delay in the settlement of claims, 
(viii) Concentration of economic and financial powers in the hands of a 
few individuals, 
(ix) The need felt by the government to mobilize financial resources for 
the successful implementation of its Five Year Plans, 
(x) The desire of the government to safeguard the interest of the 
policyholders against unscrupulous practices of private companies, 
(xi) In the economic set-up of India as of any other country, insurance 
business occupies, a very prominent place and it is, thus, 
reasonable that this industry should be run by the government, 
ORGANIZATION OF LIFE INSURANCE CORPORATION OF 
INDIA (LIC): 
Lie became so popular in India that common man perception of 
life insurance became synonymous with LIC. The Central Office of LIC 
is at Mumbai followed by seven zonal offices at different parts of the 
country i.e. Mumbai itself, Delhi, Kolkata, Chennai, Hyderabad, Kanpur 
and Bhopal. There are hundred divisional offices in important cities and 
2048 branch offices and 1.2 lakh employees. More than 5.59 lalch acfive 
agents are spread over the country. LIC has hundred divisional offices 
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and has established extensive training facihties at all levels. There are, at 
the apex, management development institute and seven zonal training 
centers.'^ It also has offices abroad in Fiji, Mauritius and United 
Kingdom for business transactions, LIC is associated with joint ventures 
abroad with several companies in the field of insurance, for discharging 
its functions effectively. Various committees have been formed at the 
central level, such as the Executive Committee, the Investment 
Committee, the Personal Advisor Committee, the Building Advisor 
Committee, the Budget Advisor Committee, the Development Advisor 
Committee, the Legal Advisor Committee and the Policyholders Service 
Committee etc. 
The corporation is authorized to constitute such other committees 
as it may think fit for the purpose of discharging its functions as may be 
delegated to them. 
PROGRESS OF LIFE INSURANCE CORPORATION OF INDIA 
(LIC) SINCE NATIONALIZATION: 
Several developments have taken place after the life insurance 
business was nationalized. The task before the LIC, immediately after the 
nationalization, was formidable since even as it dealt with a multitude of 
problems, it was called upon to build an imposing edifice on the 
foundations laid by its establishment, the task had to be completed very 
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carefully and, after the Mundhra scandal, the Parliament was also 
watching its performance with great vigil. The LIC had to chalk up 
policies on different fronts simultaneously as was to be expected, the first 
five years of its existence were devoted to integration and consolidation 
work. Of these, the first few years were devoted to the framing of rules 
and regulations, setting up of other administrative procedures and 
streamlining the accounting procedures. 
Concurrently, there was a vast expansion of its network during this 
period. In the period immediately after nationalization, unfortunately new 
business was actually adversely affected and saw some fall in terms of the 
number of policies and the sum assured. This arose mainly on account of 
the fact that the process of restructuring the divisional and branch offices 
had not been completed and there were inadequate technical and 
experienced staff Some of the branch offices did not even have the full 
complement of personnel assigned for them. The agents had not yet 
become accustomed to the new setup, the procedures and methods of the 
corporation. In addition to this, there had also been a substantial reduction 
in premium rates in 1954 particularly difficult year was 1957, during 
which the money position in the economy was tight, investors were shy 
and the common man was affected because of a steady rise in the cost of 
living. Agriculture was also affected by famine conditions and in these 
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adverse circumstances, LIC's performance during that period should be 
considered as reasonably good. 
After the initial difficult period, LIC over the years, made 
commendable progress. During the last three decades the life insurance 
business has recorded a rapid progress in many directions. At the time of 
nationalization, the total new business of the 245 erstwhile insurance 
companies' was around two billion rupees of sums assured. The LIC 
procured a new business of Rs. 3.28808 billion sum assured under 0.932 
million policies in India during the period of 16 months between 
September 1, 1956 to December 31, 1957.^' 
The new business of individual assurance (excluding annuities) has 
increased from 86.54 lac policies in 1990-91 to Rs. 108.88 lac policies in 
1994-95 and 140.07 lac pohcies in 1995-96 amounting to Rs. 2824 
crores, Rs. 5546882 crores and Rs. 68039.16 crores in the respective 
years. It indicates that the LIC is trying hard to increase its new business 
at a very rapid speed i.e. more than two times during the period of 5 
years. The business out of India, increased to Rs. 240.32 crores in 1994-
95 under 13 thousand policies. LIC progressed to a business of Rs. 
1,927.8496 billion sum assured under 22,491,304 policies on individual 
lives. In 2001-2002 it reached Rs. 99.6554 billion from Rs. 130.6 million 
in the 16 month period during ending December 31, 1957. Similarly, it 
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has grown from a level of Rs. 137.5 million sum assured under 5.4 
million policies to Rs. 8,110.17 billion under 12.5876 million policies as 
on March 31, 2002.'^ 
The total premiums, written which represents LIC annual 
mobilization of funds and which was Rs. 820 million in 1957, now 
exceeds Rs. 424.3344 billion. The following table shows the growth of 
life insurance business in India (individual assurance) between 1957 to 
2002-2003. 
Table 3.1 
Growth of Life Insurance Business in India (Individual Assurance) 
1957 to 2002-2003 
Year 
1957 
1962-63 
1967-68 
1972-73 
1977-78 
1982-83 
1987-88 
1988-89 
1989-90 
1990-91 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
New Business 
No. of Policies 
(No. in lacs) 
9.42 
17.58 
14.34 
20.18 
18.54 
22.35 
38.76 
39.17 
49.50 
86.54 
92.48 
99.68 
107.38 
108.88 
110.34 
Sum Assured 
(Rs. in crores) 
336.67 
724.23 
739.60 
1726.01 
2004.87 
3994.77 
9107.60 
9427.59 
1945.60 
28239.10 
32196.30 
36115.80 
42012.90 
55468.82 
52071.53 
Total Business in Force 
No. of Policies 
(No. in lacs) 
54.07 
92.67 
126.43 
167.92 
207.08 
244.31 
298.60 
305.25 
340.15 
485.20 
525.25 
600.00 
655.29 
709.60 
Sum Assured 
(Rs. in crores) 
1369 
3032 
50.69 
9204 
15698 
26402 
48151 
74429 
77250 
94823 
152960 
180625 
210248 
254572 
295758 
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1996-97 
1997-98 
1998-99 
1999-2000 
2000-2001 
2001-2002 
2002-2003 
122.01 
133.25 
148.57 
169.89 
196.65 
224.99 
242.79 
56993.94 
63927.83 
75606.26 
91490.94 
124950.63 
192784.96 
179811.17 
777.50 
850.03 
917.26 
1013.89 
1131.11 
1258.76 
1388.77 
344619 
400748 
459201 
536451 
645042 
811017 
956675 
Note: Accounting year: The first report of the LIC covered 16 months fi-om 1^ ' 
September 1955 to 31^' December 1956 and the sixth report covered 15 months fi-om 
1^ ' January 1962 to 31'^ March 1963. Therefore, the accounting year is 1'^  April to 31^ ^ 
March. 
Source: Annual Reports of the Life Insurance Corporation of India. 
The table given above shows the growth of life insurance business 
in India. It is clear from the table that the individual assurance new 
business in respect of total business has increased from 17.58 lac policies 
in 1962-63 to 22.35 lac policies in 1982-83 which reflects 22.23 per cent 
growth in the new business during this period. While the total business 
during 1962-63 was 92.67 lac policies it went upto 244.31 lac policies in 
1982-83 which reflects increase in the total business of LIC as 62.06 per 
cent. The share of new business as compared to the total business was 
18.97 per cent during the period of 1962-63. This share declined to 9.15 
per cent in the year 1982-83. The table further reflects the position of 
LIC's new business which shows that in the year 1992-93, the number of 
policies in this period was 99.68 lacs. It shows 77.57 per cent increase in 
the number of policies from the period of 1982-83. During the same 
period increase in the total number of policies was 53.48 per cent as 
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compared to the total number of policies in the year 1992-93 because they 
went up to 525.25 lacs. The share of new business of LIC in 1992-93 to 
the total business was 18.97 per cent. If we further analyse the data 
shown in the table we find that the LIC's new business increased to 
242.79 lac policies in 2002-2003 as compared to 199.68 lacs policies 
during 1992-93 which shows an increase of 58.95 per cent during this 
period. But percentage growth in the total business of LIC during 2002-
2003 over 1992-93 was 62.17 per cent. It means that the total number of 
policies which were 525.25 lacs in 1992-93 increased to 1388.77 lac 
policies in the year 2002-2003. In this year the share of new policies to 
the total business of LIC was 17.48 per cent. Further we find that there is 
a vast growth in the number of policies after nationalization of the LIC in 
the year 1957 and we find that the number of policies increased more 
than 25 times in 2002-2003 after its nationalization. This reflects a 
tremendous growth in the policyholders of the LIC during this period. 
Further we find that the increase in total business of LIC is also having 
the growth of more than 25 times from 1957 to 2002-2003. 
GROUP INSURANCE BUSINESS OF LIFE INSURANCE 
CORPORATION OF INDIA: 
The conventional method of selling life insurance is by 
approaching the people individually and inducing them to take out 
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insurance policies. Under the Group Insurance Scheme, it is possible at 
one stroke to give life insurance cover to a large number of people 
forming a compact group. The example of group insurance scheme is 
Master Policy. It is usually issued to an employer for the benefit of the 
employees. 
Group Life Insurance Scheme may be on a whole life or 
Endowment basis and cover for individual is dependent upon his 
remaining a member of the group. Normally, a term policy is a one year 
renewable term policy and most of group life policies are on term basis 
because of its low cost and simplicity. 
Group insurance business written in India was 50 million rupees as 
the sum assured and Rs. 2.1 million annuity per annum at the time of 
nationalization. The renewable term insurance, under group insurance, 
has gone up from Rs. 19417.57 crores in 1990-91 to Rs. 46064.20 crores 
in 1994-95, whereas the sum assured has increased from Rs. 25912.08 
crores in 1990-91 to Rs. 50651.85 crores in 1994-95.'^ It indicates that 
the progress of LIC has step by step grown up. During 1994-95 many 
new schemes of group insurance have been added to the extent of 6772 
amounting to Rs. 2773.06 crores covering 10.49 lacs people. The number 
of new lives covered during 2001-2002 under the 40 approved 
occupations pertaining to the social security group insurance scheme was 
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663,351 and the total till date was as large as 5009741. During 2002-
2003, grown to 93836 schemes in force, on 24719 million lives, which 
carry an insurance cover of Rs. 1,005.9764 billion. In 2000-2001 a new 
scheme of group insurance called Janshree Bima Yojana was introduced. 
It is a group insurance scheme launched in order to extend the benefit of 
social security and life insurance cover to poorer segment of the 
population. In rural area one policy per family at subsidized rate is 
available. This scheme is being implemented with the help of non-
governmental organizations and self-help groups who will help in 
identifying the group of persons to be covered. During 2001-2002, 4752 
schemes covered 6.54 lacs lives. It is proposed to cover nearly one crore 
beneficiaries under Janshree Bima Yohjana during the First Five Years. 
The following table highlights New Business Progress under group 
insurance (excluding Group Superannuation Scheme during the year 
1991-2002). 
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Table 3.2 
Progress of New Business of LIC under Group Insurance (Excluding 
Group Superannuation Schemes) (Period 1991-92 to 2002-03) 
Year 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
1997-98 
1998-99 
1999-00 
2000-01 
2001-02 
2002-03 
New Schemes 
No. of 
schemes 
12293 
6465 
6529 
6772 
9078 
8381 
8640 
8832 
9266 
8492 
15957 
25329 
No. of 
members 
(Rs. in 
lacs) 
34.83 
26.49 
9.94 
10.49 
11.77 
18.89 
15.80 
15.84 
17.59 
14.91 
21.57 
24.91 
Sum 
assured 
(Rs. in 
crores) 
3837.23 
2923.43 
2382.77 
2773.06 
2657.22 
3237.59 
3692.24 
3793.93 
3771.12 
4563.20 
6703.08 
16707.57 
New Members 
No. 
in 
lacs 
4.97 
11.63 
9.58 
4.85 
8.18 
12.08 
9.43 
5.31 
4.95 
3.95 
3.73 
5.63 
Sum 
assured 
(Rs. in 
crores) 
1221.66 
1841.13 
835.58 
468.30 
923.32 
718.03 
867.18 
541.21 
632.78 
739.15 
752.62 
1338.49 
Existing Members 
No. in 
lacs 
116.71 
139.63 
188.60 
195.47 
207.29 
192.81 
201.95 
195.56 
212.39 
195.94 
221.88 
210.45 
Increased 
in sum 
assured 
(Rs. in 
crores) 
2443.32 
3682.25 
1123.11 
1346.29 
2769.95 
2154.11 
2601.54 
1895.53 
1927.38 
2217.45 
3296.55 
4944.83 
Total 
Renewable 
term 
insurance 
(Rs. in 
crores) 
21439.57 
31459.84 
36687.42 
46064.20 
56368.01 
56582.15 
67987.26 
63327.47 
60488.15 
70614.86 
77749.49 
87772.44 
Sum 
assured (Rs. 
in crores) 
28941.78 
39906.65 
38723.88 
50651.85 
62718.50 
62691.88 
75148.22 
69558.14 
66619.43 
78134.66 
88501.74 
110763.34 
Source: Different annual report of the Life Insurance Corporation of India. 
Data set out in the above table exhibits the progress of new 
business of LIC under Group Insurance excluding group superannuation 
scheme during 1991-92 to 2002-2003. The trend observed indicates that 
though the number of schemes has been on rise but the sum assured has 
102 
'Z^c(Aelo^itKetU <x^ ^tt^ic%cucce Ctt ^tceCut 
decreased due to arrival of foreign I private players in Indian insurance 
market. The number of new scheme has increased from 12293 in 1991-92 
to 25329 in 2002-2003 - an increase of 51.46 per cent over 1991-92. But 
sum assured has increased from Rs. 3837.23 crores in 1991-92 to Rs. 
16707.57 crores in 2002-2003 - an increase of 77.03 per cent over the 
same period. Simiiariy, there has not been any remarkable increase in the 
sum assured for new numbers. Though the number of policies has been a 
rise although. As a whole the sum assured registering an increase of 
around 4 times has increased from 28941.78 crores in 1991-92 to Rs. 
11076.34 in 2002-2003. Though in the past, there has been an increasing 
trend in volume of sum assured but the promotional policies and targets 
set by foreign/private insurers have left the LIC far behind in the race in 
recent years. The LIC also should come up with some definite strategies 
to combat the competitors. 
RURAL BUSINESS OF LIFE INSURANCE CORPORATION OF 
INDIA: 
One of the main purposes of nationalization was to spread the life 
insurance business to rural areas where population was less than one lac. 
The amount of rural business in absolute term is rising whereas the 
percentage share of rural business to total business is going down. The 
Life Insurance Corporation of India (LIC) has tried to reach the rural 
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masses through various schemes. During 1974-75, the rural business of 
Lie amounted to Rs. A(>A21 crores under 5.72 lacs policies as against Rs. 
498.17 crores of sum assured under 6.43 lacs policies during the 1973-
74.2° 
In recent years, LIC has also acquired a significant presence in the 
rural sector. For instance, 1200 out of its 2048, branches are situated in 
rural areas. The rural new business in 2001-2002 amounted to sum 
assured of Rs. 254.6194 crores under 3701.44 lacs policies representing 
16.94 per cent in terms of policies and 13.65 per cent in terms of sum 
assured. 
The conditions as specified by IRDA regarding marketing in 
rural/social sector are fulfilled by the LIC. The following table indicates 
the comparative figures over the last years (during 1969-2002): 
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Table 3.3 
Showing Rural Business of LIC in India 
(Period 1969-70 to 2002-2003) 
Year 
1969-70 
1974-75 
1979-80 
1984-85 
1989-90 
1994-95 
1995-96 
1996-97 
1997-98 
1998-99 
1999-00 
2000-01 
2001-02 
2002-03 
Rural Business 
Policies 
(No. in lacs) 
4.61 
5.72 
5.91 
9.52 
30.48 
48.56 
49.02 
52.57 
60.33 
68.40 
81.23 
97.04 
35.34 
32.48 
Sum assured 
(Rs. in 
crores) 
251.76 
464.27 
603.77 
1569.62 
5818.22 
21571.00 
21263.59 
24278.73 
27550.69 
35372.94 
44168.19 
17955.88 
15298.70 
13485.50 
% of Rural Business to Total 
Business 
Policies 
(No. in lacs) 
33.00 
35.7 
28.16 
35.20 
40.29 
41.19 
45.1 
47.7 
49.2 
51.4 
54.7 
57.5 
18.2 
16.4 
Sum assured 
(Rs. in crores) 
24.5 
14.9 
22.0 
29.07 
33.69 
34.68 
39.1 
41.0 
42.8 
43.3 
47.0 
48.7 
14.6 
12.2 
Source: Business India Journal, India Book House, Mumbai, March 2001, 
p. 10. 
Cursory glances at data in the table 3.3 above of the rural business 
of LIC, reveals that the number of policies in rural areas has been on an 
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increase every year except since 2000. The number of policies was 4.61 
lakhs and the sum assured aggregated to Rs. 251.76 crores in the year 
1969-70. This was 33 per cent and 24.5 per cent of policies (of the total 
business) and sum assured respectively. It increased every year upto 
1999-2000 and jumped to 81.23 lakhs policies and Rs. 44168.19 crores 
sum assured. In terms of percentages it was 54.7 per cent of total policies 
and 47 per cent of total sum assured. After the arrival of private sector 
players the number of policies decreased for 81.23 lakhs in 1999-2000 to 
32.48 lakhs in 2002-2003. Similarly, the sum assured decreased to Rs. 
13485.50 crores in 2002-2003 as compared to Rs. 44168.19 crores in 
1999-2000. In relative terms the percentage of policies declined from 
54.7 per cent to 16.4 per cent during the same period. The sum assured 
also came down to 12.2 per cent from a high of 47 per cent over this 
period. Thus, it is concluded that private players on account of their 
vigorous marketing strategies have captured the sizable portion of rural 
business of LIC. 
INVESTMENT PATTERN OF LIFE INSURANCE CORPORATION OF 
INDIA: 
Life insurance is a long duration contract, which generates 
investable surplus which is invested keeping in view the safety and 
security of the funds spread over different categories, industry and 
regions so as to serve larger economic and social interests while 
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optimizing yield. With the formation of Life Insurance Corporation of 
India, it can be said that utiHzation of peoples' money invested in life 
insurance for planned economic development of country took roots. One 
of the objective of nationalization of life insurance industry was 
channelizing of its funds for the benefit of the community at large. The 
investment of the Corporation's fund is governed by section 27A of the 
Insurance Act 1938 and subsequent guidelines/instructions issued by the 
Government of India from time to time. These investments are regulated 
by the government to benefit the people at large by providing basic 
amenities like water, drainage, sanitation, power, housing, transportation 
etc. The modified section 27A of the Indian Insurance Act 1938, 
prescribes percentage-wise ceiling of maximum limit in different 
categories of investment. These have been modified from time to time 
with a view to pre-empting an increasing proportion of its funds in 
Government / Government guaranteed / approved / socially oriented 
investments. The LIC has been directed to concentrate more on the 
financing of the socially oriented investments. LIC is one of the largest 
investors in government securities, infrastructure and social sector. The 
corporation help to boost up the industrial growth in the country. It help 
the small scale and medium scale industries by granting loans for setting 
up cooperative industrial estates. The corporation assists state level 
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financial corporations and all India financial Corporations like IDBI, 
IFCI, ICICI etc. by way of subscription to bonds/debentures issued by 
such institutions. It also makes investment in the corporate sector in the 
form of long, medium and short-term loans to companies / corporations. 
PRE-NATIONALIZATION INVESTMENT PATTERN: 
Before the setting up of LIC in 1956, though the nationalization 
and amalgamation of 245 companies, life insurance companies were 
governed by section 27 and 27A of the Indian Insurance Act 1938. 
According to the Act, every insurance company was required to invest as 
follows: 
Table 3.4 
Pre-Nationalization Investment Pattern 
S.No. 
1. 
2. 
3. 
4. 
Type of Investment 
Government securities 
Government securities or approved securities 
Other investment 
Approved investment 
Percentage 
25 
Not less than 25 
Not more than 15 
35% 
Source: Khan, M.Y. Indian Financial System, Tata McGraw Hill Publishing 
Company Ltd., New Delhi, 2000, p. 102. 
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POST-NATIONALIZATION INVESTMENT PATTERN: 
Based on the recommendations of the Jagannathan Committee to 
review the investment policies of the LIC, Section 27A, was further 
amended in 1975. The amended section 27A stipulated that accretions to 
the controlled fund of the LIC could be invested as under; 
Table 3.5 
Post-Nationalization Investment Pattern 
S.No. 
1. 
2. 
3. 
Type of Investment 
In Central government marketable securities 
In central government, state government 
securities including the government -
guaranteed marketable securities including 
(a) above 
In social - oriented sector including public 
sector, cooperative sector, own your home 
(OYH) scheme including second above 
Percentage 
25 
50 
75 
Source: Khan, M.Y. Indian Financial System, Tata McGraw Hill Publishing 
Company Ltd., New Delhi, 2000, p. 102. 
Note: 
(a) 8% was required for loans against policies within the surrender 
values. 
(b) About 2% could be invested in immovable properties and 
(c) 10% be invested in the private sector 
(d) Remaining 5% was not available for investment as it constituted 
funds in the pipeline. 
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INVESTMENT PATTERN AFTER INSURANCE SECTOR 
REFORMS: 
The Malhotra Committee recommended a modification in the 
existing pattern of LIC's investment in 1994 as follows: 
Table 3.6 
Investment Pattern After Insurance Sector Reforms 
S.No. 
1. 
2. 
3. 
Types of Investment 
In the government securities 
The state government securities and government 
guaranteed securities, inclusive of (1) 
In social oriented sectors as may be prescribed by 
the government from time to time 
Percentage 
Not less than 25 
Not less than 40 
Not less than 50 
Source: Malhotra Committee Report, 1994, Ministry of Finance, Government of 
India, New Delhi. 
The insurance major's move is part of a new investment strategy it 
had drawn up to increase yields on its investments because it is finding it 
difficult to match its long-term liabilities as current interest rates have 
been falling for the last couple of years and it has been forced to close 
down a few guaranteed high return policies. The following table shows 
investment of Life Insurance Corporation of India in different sectors 
during 1977-2003. 
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Table 3.7 
Sector wise Investment Pattern of LIC in India 
(Period 1977 - 2003) 
Type of 
investment 
Central Govt. 
Securities 
State Govt, 
and Otliers 
State 
Electricity 
Boards 
(SEBs) 
Housing 
Water supply 
and sewerage 
State Road 
Transport 
Corporation 
Loans to 
Industrial 
Estates 
Loans to 
Sugar Co-ops 
Development 
Authority 
Roadways, 
Port, 
Railways 
Power 
Generation 
(Pvt. Sector) 
Municipalities 
Total 
Investments upto (Rs. in crores) 
1977 
981 
715 
733 
618 
203 
9 
22 
-
-
3281 
1987 
4675 
1683 
2603 
1872 
718 
180 
37 
37 
1 
-
11806 
1997 
37330 
8906 
8214 
10967 
2028 
540 
45 
37 
1 
-
68068 
1998 
45876 
10471 
9153 
12242 
2264 
551 
45 
37 
1 
25 
276 
4 
80945 
1999 
56185 
12928 
10591 
14207 
2508 
671 
45 
37 
1 
25 
801 
4 
98003 
2000 
70533 
14156 
11931 
15885 
2997 
736 
45 
37 
1 
85 
1478 
4 
117888 
2001 
85181 
17877 
12402 
17998 
3657 
784 
45 
37 
1 
325 
1615 
4 
139926 
2002 
109938 
21463 
13447 
19054 
4000 
893 
45 
37 
1 
681 
3797 
4 
173370 
2003 
137276 
28988 
14508 
19944 
4420 
1358 
45 
37 
1 
781 
6105 
14 
213477 
Source: http.Z/www.licindia.com 
Data set out in table 3.7 above clearly reveals the sectoral pattern 
of investment of LIC during tlie period 1977-2003. It is observed that 
total investment of LIC in Central/State Government Securities, SEBs, 
Housing, Water supply and sewerage, loan to industrial estates, loan to 
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sugar cooperative, development authority, Roadways, Port Railways, 
Power Generation (Pvt. Sector) and Municipalities was Rs. 3281 crores in 
1977, which increased by more than 3 times and 6 times in 1987 and 
1997 respectively. The total investment in 2003 touched a figure of Rs. 
213477 crores which is 65 times of 1997. The table further reveals that 
major thrust of LIC investment has been in central government securities. 
It was highest during all the years under review. The investment in SEBs, 
Housing, State Government Securities has fluctuated and sometimes, one 
sector has been the major thrust, some times other. But the investment in 
water supply and sewerage has always shown an increasing trend, though 
it comes next to first four categories. Of late, LIC has started investing in 
power generation (Pvt. Sector) also and the amount invested is on 
increase every year. There has been a rise of over 22 times. 
GROWTH AND DEVELOPMENT OF GENERAL INSURANCE 
BUSINESS IN INDIA: 
The modem insurance industry was started in India by the 
Britishers and other foreigners around 1700. The business was transacted 
by Britishers and other foreign insurance companies through their 
agencies in India. The first General Insurance Company viz. Triton 
Insurance Company Limited was established in Calcutta in 1850 whose 
shares were held mainly by the Britishers. The first Indian general 
insurance company was Indian Mercantile Insurance Company Ltd., 
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which was started in 1907 in Bombay and by 1919, five offices had been 
opened.^ ^ The share of British and other foreign insurers in the insurance 
business was about 40% at the time of independence which declined even 
further thereafter. In 1957, the general insurance counsel, a wing of the 
insurance association of India, framed a code of conduct for ensuring fair 
conduct and sound business practices in the general insurance industry. 
An administrative set up headed by the Controller of Insurance was 
established in the same year for regulating the code of conduct. In 1968, 
the Insurance Act was amended again to provide for the extension of 
social control over the insurers transacting the general insurance business. 
The amendments provided, among other things, for the regulation of 
investments of assets, setting up of the Tariff Advisory Committee (TAC) 
under the Chairmanship of the Controller of Insurance, a minimum 
solvency margin, the licensing of surveyors and payment of premium 
before the commencement of risks. The Insurance Act also gave powers 
to the Controller of Insurance to carry out inspection, investigation and 
search and seizure of books. These amendments came into force on June 
1, 1969. However, before these amendments could be effectively 
implemented, the management of non-life insurance was taken over by 
the Central Government on May 13, 1971 as a prelude to nationalization, 
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because general insurance had become, by and large, city-oriented 
catering mainly to needs of organized trade and industry. 
The General Insurance Corporation of India (GIC) was 
nationalized on January 1, 1973, by the General Insurance Business 
(Nationalization) Act, 1972.^  The GIC was incorporated as a holding 
company in 1972 to look after the non-life insurance business. This was 
done by amalgamating 107 insurers including branches of foreign 
companies operating within the country. GIC, alongwith its subsidiaries, 
viz. National Insurance Company Ltd., the New India Insurance 
Company Ltd., the Oriental Insurance Company Ltd. and United India 
Insurance Company Ltd. with a capital of Rs.2.15 billion, operate a 
number of need based insurance schemes. Its subsidiaries finance 
industrial project by way of term loans, short-term loans and direct 
subscription to shares/debentures of new and existing industrial 
enterprises. GIC is implementing comprehensive strategies in the area of 
process, technology, human resources and marketing to meet challenges 
emanating from private sector participation in the insurance and 
reinsurance business. With a view to ensuring better customer 
relationship, GIC initiated measures to reduce response time for 
reinsurance acceptances and settlements of claims, accounts in relation to 
both direct and brokered business, key customer centric parameters viz. 
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promptness in issuance of documents and settlement of claims, continued 
to receive top priority. Citizen's charter and networking of branch and 
divisional offices were the value drivers of the customer service 
improvement programmes. In order to re-orient and re-design GIC's 
computerized, framework in line with global standards, a project in 
collaboration with IIT, Guwahati was mitiated. 
The establishment of General Insurers (Public Sector) Association 
of India (GIPSA), the responsibility of coordinating personnel, technical, 
reinsurance, investment and other matters amongst the subsidiary 
companies has now been shifted from GIC to GIPSA. In terms of the 
notification issued by the Government of India under Insurance Act 1938, 
GIC has been redesigned as the "Indian Re-insurer" and with effect from 
the financial year 2001-2002 it ceases to do any direct business in India.^ ^ 
With a view to repositioning itself as a re-insurer, GIC is currently 
engaged in redefining its focus to transform into a global re-insurer. In 
addition to the goal of increasing its domestic business, GIC is pursuing 
the goal of increased levels of reinsurance acceptance from the 
international reinsurance markets. In pursuit of the new goal, GIC has 
decided to establish functional presence in UK to interface with 
reinsurance market and develop foreign business in meaningful volumes. 
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GIC aims to establish similar strategic presence in certain key markets as 
well. 
TARIFF ADVISORY COMMITTEE (TAC): 
The Tariff Advisory Committee (TAC) was established by an 
amendment to the Insurance Act, 1938 (effective June 1969) to control 
and regulate the rates, advantages, terms and conditions that may be 
offered by insurers in respect of any risk or any class or category of risks 
in fixing, amending or modifying any rates, advantages, terms or 
conditions, relating to any risk in the general insurance business. The 
advisory committee tries to ensure, as far as possible, that there is no 
unfair discrimination between risk of essentially the some hazards, and 
also that consideration is given to past and prospective loss experience. 
However, the decision of the advisory committee which is final shall be 
valid only after it is ratified by the controller. 
The TAC is presently administrating the tariff in respect of certain 
specified segments of the general insurance business. All other segments 
of general insurance business are non-tariff and their rates advantages, 
terms and conditions are determined by the insurers in tune with their 
own rating and underwriting philosophy. 
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FUNCTIONS OF TARIFF ADVISORY COMMITTEE (TAC): 
The TAC performance the following functions:^^ 
• The advisory committee has been empowered to call any 
information or statements. 
• The advisory committee has been authorized to constitute Regional 
Committees to advise on questions connected with the fixation of 
rates, advantages, terms and conditions. 
• The advisory committee controls and regulates the rates, 
advantages, terms and conditions that are offered by insurers in 
respect of any risk or any class or category of risks. 
DEVELOPMENT OF REINSURANCE BUSINESS IN INDIA: 
Reinsurance is the transfer of insurance business from one insurer 
to another. The insurer transferring the business is called the principal' or 
ceding or original office and the office to which the business is 
transferred is called 'reinsurer or guaranteeing office'. It is also a contract 
of indemnity. The original company must disclose all the material facts to 
the re-insurer. Reinsurance is off-balance sheet capital provided by the 
reinsurers to the primary insurers so as to help them increase their 
underwriting capacity. Capital adequacy indicates the degree of strength 
in claim paying ability when the insurer becomes insolvent the capital is 
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often called upon from the reinsurers to ftilfill their commitments as that 
no 
servicing obligation. 
Reinsurance is generally done when the insurance company thinks 
that the risks it has occupied is larger than what is prudent for it to bear, it 
reinsurers part of the risk with another company. There are following 
advantages of reinsurance. 
• The reinsurance contract makes it possible to purchase only policy 
from an insurer. 
• Reinsurance makes it possible to accept each risks for the very 
amount desired by the proposer and to transfer the excess above the 
'retention limit' to another insurer. 
• The reinsurance makes stability in underwriting and consistency in 
underwriting results over a period. 
• Reinsurance provides a safeguard against serious effects of 
conflagration. 
• The reinsurance has the effect of stabilizing income and losses over 
a period of years. 
PROGRESS OF GIC BUSINESS SINCE NATIONALIZATION: 
The general insurance business has grown in spread and volume 
after nationalization. The GIC's equity capital increased from the original 
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capital of Rs. 21.5 crores to 107.5 crores in 1992-93. The gross direct 
premium of all general insurance companies has increased from Rs. 208 
crores in 1973 to Rs. 284 crores in 1975. It further went up to Rs. 503 
crores in 1988-89. United India has increased its business by 504.17 per 
cent from Rs. 121.08 crores in 1980 to Rs. 611.05 crores in 1988-89. The 
gross direct preir\ium of New lr\dia li\s\irance Compar\y has ii^creased 
from Rs. 128.03 crores in 1980 to Rs. 733.54 crores in 1988-89. In terms 
of percentage it increased by 572.94 per cent. The insurance business of 
Oriental Insurance Company has increased from Rs. 111.26 crores in 
1980 to Rs. 511.01 crores in 1988-89, that is, by 459.30 per cent.^ ^ 
National Insurance Company has increased its business from Rs. 98.59 
crores in 1980 to Rs. 452.82 crores in 1988-89, that is, by 459.30 per 
cent. The maximum growth rate in business has been in New India 
Insurance Company followed by United in India, National Insurance and 
Oriental Assurance. The maximum amount of business has been done by 
New India Insurance Company followed by United India, Oriental and 
National Assurance Companies GIC has only aviation insurance which 
has been fluctuating as per flights frequency. New India and United India 
took lead in this field. They did commendable task in the expansion of 
insurance business although they did it at the cost of lower underwriting 
profit. Their investment income has been comparatively higher. The 
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lower business of Oriental and National Insurance has not affected 
underwriting profit. Their profits have been comparatively higher because 
they managed risks and selected only few-business working with profit. 
The total amount of gross premium was Rs. 4759.43 crores in 1994-95.^° 
Total gross premium income, which was Rs. 208 crores in 1973, 
stood at Rs. 9982 crores in 1999-2000, recording average annual growth 
rate of about 16.50 per cent. As in the case with life insurance business, 
new general insurers also that got registered towards the end of 2000 
were unable to commence full-scale business before the end of March 
2001. The business, therefore, for the period under review has been 
dominated by the four Public Sector Companies and there has been a 
qualitative change in the approach of the management of the companies. 
The government has notified the General Insurance Corporation of India 
as an Indian reinsurer. The administrative link that had existed between 
the four nationalized companies and the GIC has come to an end in 
November 2000. 
The number of private non-life insurers, who have been granted 
registration to underwrite business within the country with foreign 
partners has increased. The public sector insurers continued to underwrite 
a major component of the non-life business. The gross direct premium 
income of the four public sector companies was Rs. 9800 crores in 2000-
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2001. It jumped to Rs. 1191758 crores during financial year 2001-2002. 
Recording an increase of 82.23 per cent. However, profitability of these 
companies continued to be under strain on account of the net incurred 
claim ratio going up to 90.20 per cent for all classes of business. On the 
paid up equity share capital of Rs. 100 crores each of the four 
nationalized companies, ']^Q.V^ India insurance and United India declared 
dividend of Rs. 20 per cent and 30 per cent respectively for the financial 
year 2001-2002, oriental insurance had also declared a dividend of 30 per 
cent. Gross direct premium increased from Rs. 11917.58 crores in 2001-
2002 to Rs. 14272.67 crores in 2002-2003 - an increase of 83.49 per cent. 
The premium underwriting by the public sector insurers inclusive of 
Export Credit Guarantee Corporation of India (ECGC) in 2002-2003 was 
Rs. 12556.29 crores. This indicates the export credit insurance of Rs. 
374.78 crores extended by ECGC. The four public sector insurers 
(excluding ECGC) accounted for a growth of 14.25 per cent in 2002-2003 
as compared to 2001-2002. National Insurance Company recorded the 
maximum growth in premium in 2002-2003 in comparison to 2001-2002. 
It stood at 21.06 per cent followed by Oriental Insurance at 14.59 per 
cent. United India Insurance at 11.79 per cent and New India Assurance 
at 11.64 per cent growth, respectively. In terms of market share, New 
India Assurance led with a market share of 27.4 per cent. The market 
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share of three other public sector companies was around 20 per cent each. 
The business composition of the public sector companies followed the 
market trend in terms of lines of business, maximum business was 
underwritten in the motor segment of the gross premium underwritten by 
the public sector companies, the health insurance business constituted 
around 8 per cent in each of the companies. The engineering segment 
contributed approx 4 per cent of the business underwritten by the public 
sector insurers. 
Table 3.8 
Gross Direct Premium in all types of General Insurance 
(Rs. in crores) 
Year 
1973-74 
1975-76 
1980-81 
1982-83 
1983-84 
1984-85 
1985-86 
1986-87 
1987-88 
1988-89 
1989-90 
1994-95 
1997-98 
1998-99 
1999-2000 
2000-2001 
2001-2002 
2002-2003 
GIC 
-
-
44.04 
17.84 
22.73 
24.32 
33.21 
41.51 
49.80 
40.50 
21.11 
119.51 
88.38 
82.43 
76.58 
280.08 
-
-
National 
Insurance 
-
-
98.59 
142.56 
168.21 
199.26 
239.25 
277.96 
317.08 
452.82 
443.02 
945.36 
1604.82 
1762.09 
1993.32 
2117.88 
2439.04 
2863.54 
New 
India 
Insurance 
-
-
128.03 
232.32 
274.37 
315.80 
370.21 
433.82 
502.63 
733.54 
717.40 
1524.49 
2433.73 
2522.82 
2979.32 
3041.17 
4198.07 
3921.24 
Oriental 
Insurance 
-
-
111.26 
171.29 
202.53 
227.12 
258.27 
306.24 
354023 
511.01 
500.49 
1074.35 
1677.95 
1938.07 
2124.17 
2199.67 
2498.63 
2803.41 
United 
India 
Assurance 
-
-
121.08 
19.38 
227.25 
267.98 
303.27 
363.60 
428.44 
411.05 
596.64 
1295.72 
1930.64 
2142.55 
2348.57 
2441.09 
2781.48 
2968.06 
ECGC 
-
-
-
-
-
-
-
-
-
-
-
-
-
-
-
-
338.52 
374.78 
Total 
208.00 
284.00 
503.00 
761.39 
895.09 
1034.48 
1204.31 
1423.13 
1652.18 
2348.92 
2278.66 
4959.43 
773.52 
8447.96 
9521.96 
10079.89 
12256.01 
12931.07 1 
Source: Annual Reports of Respective Companies. 
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The data set out in table 3.8 reflects the gross direct premium 
(GDP) in all types of general insurance. There are different players of 
general insurance business in the country which contribute to the total of 
general business in India. These are, as already pointed out, GIC and its 
four subsidiaries namely National Insurance Company, New India 
Insurance Company, Oriental Insurance Company and United India 
Assurance Company. It was in the year 2001-2002 that the new entry was 
made by the ECGC in this field whereas the General Insurance 
Corporation of India (GIC) started playing the role of re-insurer. 
The data shows the position of GIC from 1980-81 to 2000-01. In 
the year 1980-81 gross direct premium of GIC was 44.04 crores which 
accounted for 8.75 per cent of the total GDP in the year 1980-81. We find 
a negative growth in the direct premium of GIC during 1980-81 to 1989-
90. The gross direct premium in 1989-90 was 21.11 crores showing a 
negative -108.62 per cent growth in the gross direct premium while the 
share of GIC in the total gross direct premium was 9.26 per cent. We 
further find that there is a posifive growth of 92.46 per cent in gross direct 
premium of GIC during 2000-2001 while its contribufion to the total 
general insurance was recorded only 2.77 per cent and in the year 2000-
2001 IRDA declared GIC as a re-insurer. 
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The analysis of the data further shows that the gross direct 
premium of the National Insurance Company was 98.59 crores in the year 
1980-81 which accounted 19.6 per cent of the total gross direct premium 
of 503 crores. But there was a record growth in the gross direct premium 
of National Insurance in the year 1989-90. It was Rs. 443.02 crores which 
comes to 19.4 per cent of the total gross direct premium. Again we find 
that the National Insurance Company has recorded 84.52 per cent growth 
in its GDP in the year 2002-2003 which was Rs. 2863.54 crores. There 
was also an increase in the share of National Insurance Company during 
this period and it went up from 19.4 per cent in 1989-90 to 22.14 per cent 
in 2002-2003 over the period. It is also equally important to note here that 
the National Insurance Company has achieved 29 times growth in its 
GDP from 1980-81 to 2002-2003. 
The table also reflects the position of New India Insurance 
Company. In 1980-81 the GDP of the company was 128.03 crores, which 
accounted for 25.45 per cent of the total GDP. If we look at the figure of 
1989-90 we find that there was a growth of 82.15 per cent in the total 
GDP of New India Insurance while its contribution to the total GSDP was 
31.48 per cent. Although, the growth pattern in GDP of New India 
Insurance Company has been quite similar to other companies. Its growth 
rate in GDP from 1989-90 to 2002-2003 has recorded 81.70 per cent 
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increase in its share in the total GDP which was 30.32 per cent. If we 
analyses the growth pattern of GDP of New India Insurance Company we 
find more than 30 times growth during the period of 1980-81 to 2002-
2003. The data set out in the above table exhibit the pattern of GDP in 
Oriental Insurance. The figure shows in the given table that the share of 
Oriental Insurance in the year 1980-81 was 22.19 per cent of the total 
GDP of Rs. 503 crores. We find that there was an increase in the GDP 
from 111.026 crores in the year 1980-81 to 500.49 crores in the year 
1989-90. It recorded a growth of 77.76 per cent in the GDP of general 
insurance while its contribution to the total GDP of 2276.6 crores in the 
year 1989-90 was 21.96 per cent. It went up to 82.14 per cent in the year 
2002-2003. The figure of GDP reached Rs. 803.41 crores in the year 
2002-2003 a share of 21.6 per cent to the total GDP. 
The growth pattern of United India Assurance Company shows that 
its GDP share recorded 24.07 per cent increase in the total GDP of Rs. 
503 crores in the year 1980-81. It increased to 26.18 per cent in the year 
1989-90 in relation to the total GDP of Rs. 2278.66 crores. The 
contribution of United India Assurance Company to the total GDP in the 
year 2002-2003 recorded 22.95 per cent increase. In the overall growth 
pattern in this period of 20 years we find that the GDP of United India 
Assurance Company has gone up more than 24 times. 
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The following table indicates net premium income in all types of 
general insurance business during 1973 to 2002-2003. 
Table 3.9 
Net Premium Income in all types of General Insurance Business 
(Rs. in crores) 
Year 
1973-74 
1975-76 
1980-81 
1982-83 
1983-84 
1984-85 
1985-86 
1986-87 
1987-88 
1988-89 
1989-90 
1994-95 
1997-98 
1998-99 
1999-2000 
2000-2001 
2001-2002 
2002-2003 
GIC 
-
-
-
142.93 
174.69 
224.15 
222.23 
287.32 
321.79 
460.98 
434.23 
1018.31 
1510.16 
1690.80 
1886.31 
2186.54 
-
-
National 
Insurance 
-
-
-
110.43 
132.74 
159.73 
186.47 
220.00 
255.07 
366.42 
348.46 
768.93 
1263.24 
1529.20 
1614.72 
1804.55 
1816.79 
1965.96 
New 
India 
Insurance 
-
-
-
187.66 
225.60 
253.48 
296.98 
341.67 
398.63 
576.75 
569.66 
1333.44 
1945.00 
2240.25 
2477.45 
2671.48 
2858.87 
3297.15 
Oriental 
Insurance 
-
-
-
125.86 
152.52 
174.33 
191.39 
227.99 
265.89 
384.71 
380.66 
821.89 
1235.84 
1450.29 
1632.03 
1725.33 
1820.71 
1855.78 
United 
India 
Assurance 
-
-
-
158.20 
193.72 
218.88 
253.43 
289.36 
338.43 
466.38 
452.75 
936.86 
1402.73 
1939.58 
1753.00 
1884.38 
1972.79 
2109.37 
ECGC 
-
-
-
-
-
-
-
-
-
-
-
-
-
-
-
-
330.45 
366.61 
Total 
222.00 
281.00 
481.00 
725.08 
881.27 
1030.57 
1190.50 
1366.34 
1579.81 
2255.81 
2085.76 
4879.43 
5846.81 
8394.04 
9363.51 
10272.38 
8799.61 
9594.87 
Source: Annual Reports of Respective Companies. 
The data in the above table exhibits the net premium income in all 
types of general insurance. The data shows that the net premium income 
has increased from Rs. 222.00 crores in 1973 to Rs. 281.00 crores in 1975 
and again to Rs. 48.01 crores in 1980, Rs. 1190.50 crores in 1985 and 
again to Rs. 2255.81 crores in 1988-89. The business of New India 
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Insurance Company increased from Rs. 187.66 crores in 1982 to Rs. 
576.76 crores in 1988-89 - an increase of 307.34 per cent over 1988-89. 
The business of United India Insurance Company rose from Rs. 158.20 
crores in 1982 to Rs. 466.38 crores in 1988-89 or by 294.80 per cent. The 
net premium of Oriental Insurance Company has increased from Rs. 
125.86 crores in 1982 to Rs. 384.71 crores in 1988-89 or by 305.67 per 
cent. National Insurance Company increased its business from Rs. 110.43 
crores in 1982 to Rs. 366.42 crores in 1988-89 or by 322.52 per cent. The 
net premium of New India Insurance Company has been maximum 
followed by the QIC, Oriental Insurance Company, New India Insurance 
Company and United India Assurance Company. The net premium in 
GIC has been higher than the direct premium because it deals with 
reinsurance business also. The total amount of net premium was Rs. 
4879.43 crores in 1994-95. National Insurance Company has given the 
lowest amount of premium in the financial year 1999-2000. The total net 
premium income increased to Rs. 9364 crores from the level of Rs. 222 
crores in 1973. It recorded an average annual growth rate of about 15.75 
per cent. The net premium income, as percentage to total premium 
income, was 93.8 per cent in 1999-2000, indicating that only about 7 per 
cent of Gross Domestic Premium Income (GDPI) went outside the 
country through reinsurance. As compared to 1973, the GDPI of India has 
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gone up by about 47 times. In the financial year 2000-2002, all the four 
public sector companies reported net premium income of $ 49.2 million. 
The net premium income of the National Insurance Company recorded a 
growth of 14 per cent. In the financial year 2002-2003, the four public 
sector companies have increased net premium income, with National 
Insurance and Oriental Insurance Company coming out of the red as 
against the previous year. The profit after tax for the four public sector 
insurers stood at Rs. 625.70 crores. 
INVESTMENT PATTERN OF GENERAL INSURANCE 
COMPANIES: 
Investment income is a key determinant in the calculation of 
premium rates for any insurance company under various insurance 
policies/schemes and for declaration of bonus by life insurers. It is a core 
function of an insurance company which cannot be outsourced by an 
insurer. In the case of general insurance, investment income compensates 
underwriting losses, if any, of the insurance company which in turn 
enables it to keep its premium rates competitive. Therefore, insurance 
companies essentially invest their funds judiciously with the combined 
objectives of liquidity, maximization of yield and safety. An investment 
policy has to be submitted to the authority by an insurer before the start of 
an accounting year. Since the insurance companies keep the 
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policyholders' money in fiduciary capacity, they are also required to 
maintain a minimum level of solvency to meet the reasonable 
expectations of the policyholders. 
For this the authority has mandated the pattern of investment to be 
followed by the insurance companies. Investments in government 
securities, approved securities, approved investments and in infrastructure 
and social sectors have been prescribed in the Indian Insurance Act 1938. 
A review of pattern of investment specified by the IRDA (Pension 
and General Annuity) indicates some remarkable facts i.e. investment in 
Government securities was less than 20 per cent. However, total 
investment in govermnent securities or other approved securities 
inclusive of former was less than 40 per cent. Remaining was invested in 
approved investment to be governed by exposure prudential norms. 
To sum up, it may be concluded that Indian insurance sector is on 
the threshold of deep and fundamental changes. The life insurance 
industry was nationalized in 1956 and the general insurance industry in 
1972. Before that India had a thriving and competitive insurance industry 
with hundreds of private and foreign operators. Indian companies held a 
60 per cent market share even then. Yet, insufficient regulation also 
meant that there were a number of abuses. In a reopened Indian insurance 
market, regulators must formulate strong, fair and transparent guidelines 
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and make sure that old and new players are subject to the same rules. 
Companies meanwhile must be prepared to set and meet high standards 
for themselves. The big challenge for both companies and regulators is to 
ensure that they replicate the benefits of the past while eliminating its ills. 
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CHAPTER IV 
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INTRODUCTION 
The preceding chapter traced the development of insurance sector 
in India. The present chapter is devoted to an analysis of the impact of 
economic liberalisation on insurance sector in India. To make the study of 
impact more meaningful and purpose oriented, the entire chapter is 
divided into four sub-themes viz. (1) impact of economic liberalisation on 
the organization and structure of insurance sector, (2) impact of economic 
liberalisation on the legal framework of insurance sector, (3) impact of 
economic liberalisation on the volume of business of insurance sector and 
(4) impact of economic liberalisation on investment pattern of insurance 
sector. 
1. IMPACT ON ORGANIZATION AND STRUCTURE 
Initially, being in the hands of private enterprise, the Indian 
insurance industry became the monopoly of the government over the last 
40 years. The sector consisted of the Life Insurance Corporation of India 
(LIC) and the General Insurance Corporation of India (GIC) alongwith its 
four subsidiaries i.e. National Insurance Company, New India Assurance 
Company, United India Insurance Company and Oriental Insurance 
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Company. These public sector corporations operated through a network 
of branches throughout the length and breadth of the country.' 
Under the impact of globalization the organization and structure of 
this sector underwent a sea change. From state monopoly the insurance 
business was opened to private enterprise. The structure of this sector 
thus, changed and transformed into a joint sector where both the 
government undertakings and private entities are conducting insurance 
business. In the government segment of insurance sector, the existing 
corporations, viz., L.I.C. & G.I.C. with four subsidiaries continue to 
operate. 
In the private segment of the Indian insurance industry there are 
about twenty private insurance companies. They are world renowned 
players in insurance business. The multinational insurers are indeed 
keenly interested in emerging insurance business in India because their 
home markets are saturated. The foreign companies are also attracted by 
the fact that, unlike many under developed countries, the Indian private 
sector is well developed and has the capacity to face any challenges posed 
by competition internally or externally.^ 
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PROFILE OF SOME POPULAR PRIVATE INSURANCE 
COMPANIES: 
Most of the new private entrants are international insurers and they 
have set up themselves in India by foraiing joint venture with the 
domestic enterprise. The big foreign players are Cardiff subsidiary or 
BNP Pari bas (France), Sun Life of Canada, Prudential, Standard Life, 
Old Mutual, American Insurance Group, Royal and Sun Alliance and 
New York Life. The following table presents the details of foreign 
insurers who have entered the Indian Insurance Sector and the Indian 
insurers who are their partners in the joint venture. 
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Table-4.1 
Growth of Foreign Entrants in Joint Venture with Indian Insurers 
LIFE INSURERS 
S.No. 
1. 
2. 
J . 
4. 
5. 
6. 
7. 
8. 
9. 
10. 
11. 
12. 
Reg. 
No. 
101 
104 
105 
107 
109 
110 
121 
114 
116 
111 
122 
117 
Name of the 
Company 
HDFC Standard 
Life Insurance 
Company 
Max New York 
Life Insurance 
Corporation 
ICICl Prudential 
Life 
Om Kotak Life 
Insurance Company 
Birla Sun Life 
Insurance Company 
Tata AIG Life 
Insurance Company 
AMP Sanmar 
Insurance Company 
ING Vysya 
Insurance Company 
Bajaj Allianz 
Insurance Company 
SBI Life Insurance 
Company 
Aviva Life 
Insurance Company 
Met Life India 
Insurance Company 
Indian 
Partner 
HDFC 
Finance 
Max India 
ICICI 
Bank 
Om Kotak 
Mahindra 
Aditya 
Birla 
Group 
Tata 
Group 
Sanmar 
Group 
Vysya 
Bank 
Bajaj 
Auto 
State 
Bank of 
India 
Dabar 
Jammu & 
Kashmir 
Bank 
Foreign 
Partner 
Standard Life 
South Africa 
New York 
Life USA 
Prudential UK 
Old Mutual 
UK 
Sun Life 
Canada 
AIG USA 
AMP 
Australia 
ING 
Insurance 
Netherland 
Allianz 
America 
Metropo-litan 
USA 
Cardriff 
France 
Aviva UK 
Metropolitan 
Life Insurance 
USA 
Speciali-
zation 
Life 
Life 
Life 
Life 
Life 
Life 
Life 
Life 
Life 
Life 
Life 
Life 
Date of 
Commence-
ment of 
Business 
12.12.2000 
26.03.2001 
19.12.2000 
17.05.2001 
19.03.2001 
02.04.2001 
28.01.2002 
01.09.2001 
01.10.2002 
15.06.2001 
06.06.2002 
04.01.2002 
137 
*]tKfi.€ict o^ Sc<uto*ticc ^i^^A.<itCi-atc(M, o*c ^^cdu/u^nce Sector i*c wndC<z. 
NON LIFE INSURERS 
1. 
2. 
J . 
4. 
5. 
6. 
7. 
8. 
113 
115 
106 
103 
102 
108 
123 
125 
Bajaj Allianz 
General Insurance 
Company Ltd. 
ICICI Lombard 
General Insurance 
Company 
IFFCO-Tokvo 
General Insurance 
Company 
Reliance General 
Insurance Company 
Royal Sundram 
Alliance Insurance 
Company 
Tata AIG General 
Insurance Company 
Chola Mandlam 
General Insurance 
Company 
HDFC Chubb 
General Insurance 
Company 
Bajaj Auto 
ICICI 
Bank 
IFFCO 
Fertilizer 
Reliance 
Group 
Sundram 
Tata 
Group 
Chola 
Mandlam 
Investment 
HDFC 
Finance 
Allianz 
America 
Lombard 
Canada 
Tokyo 
Marine 
Japan 
No 
Foreign 
Alliance 
Royal and 
Sun 
Alliance 
UK 
AIG 
America 
Mitsui 
Marine 
Japan 
Chubb 
USA 
Non-Life 
Non-Life 
Non-Life 
Non-Life 
Non-Life 
Non-Life 
Non-Life 
Non-Life 
08.05.2001 
31.08.2001 
16.01.2001 
23.03.2001 
23.10.2000 
22.02.2001 
01.09.2002 
17.10.2002 
Source: Annual Report of Insurance .Regulatory and Development Authority, 
Hyderabad, 2002-2003, p. 177. 
The above table shows that as many as 12 multinationals have 
entered into Indian insurance sector in the life insurance segment. In 
general insurance segment however, there are only 8 entrants so far. 
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The new entry is in the form of joint ventures. The reason is that 
the new legislations dispensation makes it mandatory for new players 
from abroad not to establish independent insurance business. They are 
required to participate in the equity of the Indian companies to the extent 
of 26 per cent. This limit has now been raised to 49 per cent. 
The new entrants are entering a different market and hence, even 
though they have new products already, they cannot offer them in India 
as they are. It is necessary for them to tailor them to local conditions and 
customer needs, which is again a matter of time. Moreover, the existing 
insurers enjoying a strong brand presence well spread distribution 
networks and significant local knowledge and contact parameters, can be 
matched by new players only over a period of time. The latter will target 
market niches because most of them lack the local relationships necessary 
for successful retail operations. Public and private firms can coexist in 
liberalized markets and this can help enlarge the market. 
Similarly, despite their experience and strength in other countries, 
it will still take some time for the new insurance companies to build up 
the high quality infrastructure capable of providing superior services. 
This is not just a matter of new technology and the hardware to sustain it, 
it is equally a question of building up a network of offices and branches 
as also of identifying recruiting, and in some cases training and retraining 
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competent staff, especially on the marketing side. The existing companies 
took more than 25 years to setup their infrastructure. New players will 
naturally need time to match it. 
Another handicap for the new players relates to not having an easy 
access to reliable data for establishing right prices. Insurance is priced on 
a cost plus basis, where the cost in the expected claims payment, for 
which information of the actual claims paid in the past has to be 
available. Such data is available only with the nationalized companies, 
and not with the new entrants. The only data available to them are broad 
claims ratio published by the nationalized companies for the new 
entrants, which will have only limited use. Although there is every 
likelihood that most of the insurance prices will continue to be 
determined by the Tariff Advisory Committee (TAC) for some more 
time, private companies will have to collect, analyze and build their own 
claims data by the time the transition to free pricing is complete. 
(i) Competitive Character of Insurance Sector: 
The globalization has introduced for the first time competitive 
factor between public and private enterprise. Public sector insurance 
companies alongwith private insurance companies are now competing 
keenly with each other. These companies are emphasizing more and more 
on awareness of insurance needs by organizing various events at various 
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Offices, Hospitals, Bus Stands, Railway Stations, Fairs, Exhibitions, 
Seminars, Industries, Educational Institutes and Market Place etc. They 
are trying their best to enlighten people about the need and benefits of 
insurance. 
Insurance Regulatory and Development Authority (IRDA) also 
brought an end to the monopoly of individual agents of public sector 
insurance companies who used to sell Life Insurance as well as General 
Insurance by getting licences and agencies without going for proper 
training. IRDA introduced compulsory training and exams for agents to 
gain knowledge and to make insurance sales need based. IRDA 
(protection of policyholders interests, 2002, has laid down some 
regulations mainly focusing on the policyholders interest who have often, 
been overlooked in the past, faced problems in dealing with the powerful 
insurers in various matters like production of various documents, claim 
settlement etc. 
The new and modern face of the life insurance provider in India 
has changed the perception of the target audience to view insurance not as 
a compulsory tax saving instrument, but as a means to lead a worry free 
and secured life. The opening up of insurance in India and the subsequent 
entry of private players into the market have drastically changed the 
entire approach to customer service. Before privatization, only a small 
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number of agents offered complete post-sales customer service. The 
private insurers, taken together, have created a pool of over one lakh well 
trained life advisors during the last four years. Insurance companies are 
today investing heavily on the tied agency force. Today, the insurance 
sales persons are not just agents whose job is to sell any policy. They 
have transformed into "Advisors."^ 
The advisor should be capable of giving the right advice to 
consumers, with respect to the policy, the sum assured and planning for 
the various stage of life. The advisor is the bridge between the company 
and the consumer. Therefore, the insurance company will need to ensure 
that the bridge is firmly in place. Most companies have made significant 
investment in training and retention of advisors. The way forward is to 
have specialized training programmes for advisors that are aimed at better 
technical understanding of the insurance product and also for better 
relationship skills. The industry is on a growth path. The expectation was 
that they had to compete with public sector units who were very strong 
and whose reach was formidable. The public sector companies are 
inherently strong, they have adequate capital base they only have to plan 
their work on risk management and risk appraisal. These core skills are 
missing today. The private sector has entered at a critical juncture when 
the market was hardening and profitability definitions were changing. 
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The insurance buyers essentially found it hard to get any policy 
support, especially at the time of claim settlement. Since 2000-2001 there 
has been paradigm shift in their roles. Many sellers approach hygiene of 
insurance. The focus now is an offering a variety of products supported 
by the rigorous service initiatives across the life of the product with 
privatization. Customers often gauge insurers in ternns of their products, 
premium, premium rates and services. 
It would be fairly normal to say that induction of competition in 
this sector has led to a much better market penetration through 
development of new markets bringing about qualitative upgradation and 
enrichment of the sales process. Higher levels of professionalization 
among the intermediaries develop world class system and process, 
provide to the insuring public convenient channel of distribution, a fuller 
range of customize products which address all their perceived insurance 
needs to their satisfaction, adopt best market practices, with transparent 
and fair in dealings and keep the consumer regularly informed about the 
product details and other policy condition.^ 
In the liberalized scenario, modem marketing techniques are 
introduced. Insurance companies are being forced to adopt strictly 
professional approach in marketing. The insurers face the challenge of 
changing the uninspiring public image of the industry. Although even 
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customized combination of coverage, easy payment plans, risk 
management advice and convenient and quick claim handling. An 
important marketing set up would have to virtually develop into a sort of 
an insurance supermarket with a sophisticated product range that will be 
able to match world class standards and expectations as well as establish 
a sophisticated distribution system and servicing standard of international 
levels. 
(ii) Change in Financial Structure: 
The provision of the Insurance Regulatory and Development 
Authority (IRDA) ensure the entry in insurance sector of only those 
private companies which have sound financial backing. Insurers whether 
domestic or foreign or in joint venture are required to have a minimum 
paid up capital of Rs, 1 billion. They are also required to invest 
policyholders fund only in India. Further, the international companies 
were permitted initially to have minority equity holding of 26 per cent in 
this capital structure. In the third face of economic reforms this limit has 
been extended to 49 per cent. IRDA, for time being prohibits 100 per 
cent foreign equity in insurance. The Indian promoters is peraiitted to 
divest only after 10 years to the Indian pubic through a public offering 
shares. The underlying tone of the 49 per cent capital for foreign insurer 
is to ensure that financial interest substantially rests, with the Indian 
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promoters permitting to foreign co-promoter a definite say in the 
direction and management. 
It is important to note that 49 per cent level is the bargained 
solution by the privatization proponents. The Indian partners, in most of 
the new insurance companies, have already passed on total operational 
control to their foreign partners in anticipation of the Foreign Direct 
Investment (FDI) limit being raised to 74 per cent. The foreign insurers 
cannot be prevented from tightening their hold over the Indian insurance 
industry by just pegging the FDI limit at 26 per cent. They can take over 
control, whatever be the FDI limit. The foreign insurers contain some 
strengths and weaknesses. Their strength is their bottomless pockets. 
They can invest any amount of money. Their weakness is lack of patience 
they can start a life insurance company, but would prefer to expand and 
consolidate through a series of acquisitions they have neither the patience 
nor the expertise to build an organization, brick by brick, over a period, as 
the Lie and GIC alongwith its four subsidiaries viz. National Insurance 
Company, New India Assurance Company, United India Insurance 
Company and Oriental Insurance Company has done. 
Making condition more favourable for fully Indian owned 
companies to enter the insurance sector and barring FDI in such 
companies can do this. The present minimum capital requirement for an 
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insurance company is the highest in the world and the solvency margin 
requirements, the most stringent. The foreign insurers have been so 
designed as to keep an Indian entrepreneur from entering the insurance 
sector on his own. The capital actually required and a comparison of the 
solvency margin requirements. 
The Insurance Regulatory and Development Authority (IRDA) has 
also played an extremely positive role in the regulation and development 
of the sector. Overall, the result of four years of privatization has been 
extremely positive and the future looks very bright indeed. The Indian 
insurance industry will soon be one of the longest and one of the vibrant 
in the world and has truly gorgeous prospect for customers in this 
beautiful and exciting sub-continent called India. 
The key finding of the study is that the word 'private' 
has a very negative image among rural folk, causing worry and 
passing challenges to private insurance companies. 
(iii) Change in Insurance Products: 
The insurance sector has also been undergoing tremendous changes 
due to the entry of foreign players with their new products and service 
delivery system. To survive in an open market system, insurance 
companies need to create an environment of understanding for the 
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investing public by disseminating information and educating them about 
the relative benefits of their insurance products. The private players have 
been busy devising specific strategies to reach out to specific segments of 
the market, with innovative products. The insurance companies are now 
concentrating on offering products on the lines of building blocks, 
wherein the consumers can tailor - make a product by adding only those 
features that he wants, from a menu of features. The insurance companies 
have also been attempting to educate the consumers on various products. 
With the entry of private players in the sector, the IT investment in back 
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office and frontline customer service have increased significantly. The 
private players have been busy devising specific strategies to reach out to 
specific segments of the market with innovative products. 
The initial innovations come in the form of rider benefits. Product 
innovations followed, especially in the area of children's education on the 
traditional product side; and whole life and retirement plan products on 
the unit linked platform. As the market matures, there will be further 
innovative products especially for the rural and group sectors, as well as 
in annuities. 
Post liberalisation, the range of insurance products has expanded. 
The unbundling of products allows customers to follow a modular 
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approach. Unit linked products are gaining fast popularity while health 
related products are widely available. 
Products and services have seen dramatic improvement with almost 
every product now available in the life insurance space. Customers are 
now looking at insurance as complete financial solution offering stable 
returns coupled wkh total protection. With increasing complexities in the 
market place, the maturity levels of the market and potential life cycles 
keep changing and the existing products may face obsolescence from 
demand side or supply side factors. An analysis of product with reference 
to market growth rate and market share offer hints for product strategies. 
Products with relative share in growth markets (nick named cash 
cows) will produce healthy cash flow. Product with high relative shares in 
high growth market require large amounts of cash to sustain growth but 
have strong market position that will yield high reported profits. Products 
with low relative share in rapidly growing markets require large cash 
inflows to finance growth borrowing the basic concepts from the product 
market matrix of the Boston consultant group. Insurance companies may 
harvest or divest the dog and utilize the cash cows to make question 
marks into stars. 
Several products in the existing general insurance business fall into 
the 'dog category'. An analysis of product development obsolescence 
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helps companies divest such products. Products arising out of statutory 
requirements (like motor) or socio-fmancial compulsion characterize the 
feature of cash cows. Such products could be mass market with 
innovative and new channels in place. 
The products demanding new packing and coverage of risks that 
are not readily available in the market and are having high potential of 
market growth, be it group (like farmer package, shopkeepers package, 
group mediclaim) or mega project insurance infrastructure (power 
projects, telecom projects) could be seen as stars. Products with less 
certainty about market share but high market growth (such as software 
and perhaps some varieties of managed healthcare) could be seen as 
wildcats. 
New private sector companies have entered the insurance market in 
India and at least, as of now, they have not rushed into introducing too 
many new products in the market. Most of the products introduced by 
them are of the following type. Almost all of them have come out with 
traditional products such as endowment, money back, whole-life and 
annuity. While the new insurers are offering much the same products, 
they have made them attractive by providing riders and combinations 
there of which introduce diversity in the market. The value addition will 
be in terms of the quality of services provided. Endowment and money 
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back policies are standard products, but when attached with various 
riders, either one or a combination of these riders in value addition is 
unbelievable. The main reason is that riders can be attached at a nominal 
cost. For example, by the application of a term rider to the extent of the 
sum assured, in endowment become a double cover endowment. All the 
new players have this provision. Birla Sun Life grants a term rider upto 
double the sum assured, while Allianz Bajaj goes upto three times, 
making the endowment policy a triple quadruple cover. All these 
companies allow the term rider under the money back and whole life 
policy also. 
Some companies have come out with a rider titled 'spouses 
insurance' which makes an endowment policy a 'joint life one.' Birla Sun 
Life began its operations with the launching of three flexi-products 
(endowment, money backa nnd whole life) styled after the universal life 
for the first time in India. ING-Vysya came out with the anticipated 
whole life policy combining features of money back and whole life 
policies. ICICI prudential come out with an annuity policy followed only 
recently by HDFC and SBI life. Tata AIGs have also introduced a policy 
for overseas students namely 'student guard' for students travelling 
overseas for higher studies.'° 
151 
^tftfr/zct o^ Sco*co*Kcc Jtcdcn^atcd-citctHt o^ wtt<uin.cntce Sector Ctt wndltt 
In the changed situation, the Indian film industry has also felt the 
need for an insurance cover. Thus, the United India Insurance Company 
Ltd. has insured more than 20 films with a total production outlay in 
excess of Rs. 100 million. 
The new weather insurance scheme is introduced by ICICI 
Lombard General Insurance Company to the Indian farmers, Bajaj 
Allianz general insurance company is offering personal accident cover to 
pilgrims taking the Amarnath Yatra in the terrorist - striking Jammu and 
Kashmir. Most personal accident plans of insurance companies exclude 
terrorism coverage, which in the case of Jammu and Kashmir has become 
most essential. SBI Life Insurance Company cover the plantation 
workers of the Bombay Burmah Trading Corporation Tea Estate near 
Coimbatore. Life Insurance Corporation of India introduced a unique 
policy namely Varistha Pension Bima Yojana for Indian citizens at the 
age limit of 55 years and above. This scheme is being launched to provide 
an annual return of 9 per cent. In the line of Life Insurance Corporation of 
India, ICICI Lombard General Insurance Company launched overseas 
travel insurance for senior citizens between the age limits of 71-85 years. 
This policy meet the needs of approximately 1 lakh senior citizens per 
year, that are mainly traveling overseas to the America, Europe and 
Middle East. 
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Health Insurance: 
Health insurance is a very important area, where insurance industry 
should and could contribute a lot to the society-particularly to the 
handicapped segments of the society. 
Health insurance with a business of over Rs.lOOO crores is virtually 
non-existent. Today only 2.5 per cent of the population is covered by 
health insurance policies. Whereas countries across the globe have 
adopted health insurance in a big way through various means. 
Four years down the line, there has been no appreciable progress. 
While the potential is huge, the impediments to growth need to be 
addressed. The premium rates have remained high and customer service 
and health care infrastructure continues to be extremely poor. The health 
insurance sector has also not taken off due to a number of reasons like 
high capital requirements, lack of database for actuarial calculations, 
inefficient Third Party Administrator (TPA) network etc. Although 
positive signals have emanated in this segment of insurance business 
much more needs to be done. 
Pension Plans: 
The pension business in India is treated as being part of life 
insurance business. Till recently, the Life Insurance Corporation (LIC) 
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was the sole provider of life insurance, and hence, in the normal course, 
would have been the sole provider of pensions. Private sector employers 
have a choice between LIC and a self-administered trust at the funding or 
accumulation stage. Once the employee retires, an annuity is taken out 
with LIC. The LIC also provides an option of annuity for life with return 
of corpus to the beneficiary on the death of the annuitant. In the above 
scheme of things, most of the working population, including the self-
employed, farmers, professionals, small businessmen and traders, are left 
to fend for themselves. It is estimated that only about 11 per cent of the 
working population in India enjoy old age security benefits. Others make 
do with the Public Provident Fund (PPF) Scheme, some avail of LIC 
schemes like Jeevan Suraksha, Jeevan Dhara and Jeevan Akshaya. 
The main players in this section include LIC, SBI Life, ICICI 
Prudential, HDFC Standard Life, Birla SunLife, Om Kotak Mahindra, 
and Aviva. In 2001-2002, the total pension business by these companies 
accounted for Rs. 2500 crores. 
The pension market has been abuzz witli activity with most of the 
private players offering products. This is one area where the action is 
likely to hot up in future, what with the extended lifespan possible now, 
given the vast improvement in medical facilities. Tata AIG has also 
launched a pension policy named Nirvana in April, 2003. It provides a 
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guaranteed 10 per cent addition along with Reversionary and Terminal 
Bonus. Various types of riders are also attached to it. 
Rural Insurance Plan: 
Life insurers recently registered with IRDA are fully aware of the 
genuine aspirations of the consumers and the new players would perform 
in a manner beneficial to them. IRDA has notified a series of new 
regulations stipulating conditions for new insurers in the rural sector. It 
has set a limit of 7 per cent in 1^ ' year, 9 per cent in 2"'' year, 12 per cent 
in 3'^ '^  year, 14 per cent in 4* year and 16 per cent in 5* year of its'total 
policies for new insurers in the rural sector and similarly, in the social 
sector, 5000, 7000, 10000, 15000 and 20000 lives are to be insured in the 
1'', T\ 3'^ 4"^  and 5* financial year respectively for a life insurer. The 
obligations of existing insurers, as on the date commencement of IRDA 
Act, shall be decided by the Authority after consulting them and the 
quantum of insurance business to be done shall not be less than what has 
been recorded by them for the accounting year ended 31^ ^ March 2002. 
(iv) Change in Insurance Distribution Channels: 
It is a universally accepted fact that the distribufion channel is the 
core driver of any business and insurance business is no excepfion. In a 
service industry, distribution channels significantly determine its success 
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or failure in the market because the reach of the service is dependent on 
them. New initiatives always bring new puzzles to solve. 
Expanding reach is the Mantra today of all insurers and particularly 
the private sector companies achieving this quickly, efficiently, and cost 
effectively. Basically, any vehicle of distribution, other than traditional 
primary channels (agency and brokerage) can be termed as alternative 
channels. 
Noted insurance consultant Bary Robkin clearly predicted, "the 
winds of change are blowing." 
This change is being largely driven by carriers/distributors who 
want to maximize their earnings taping insurance potential of their client 
contact base, capitalized on communication technologies, changing life 
styles and increasingly growing segment of younger age buyers, who are 
very comfortable with technology. However, it is very clear that life 
insurance companies where the cost of acquisition is very high through 
traditional channels as high as 45 percent using alternative distribution 
channels is a good value proposition to invest in and explore as it can 
clearly bring about cost reduction. For non-life insurers, particularly in 
India, where the cost of acquisition does not exceed 15 percent (due to 
regulations), the value proposition offered by alternative distribution 
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channels becomes increasingly less luring unless they find ways and 
means to go beyond the Lakshman Rekha. 
Third Party Administrator (TPA): 
A new intermediary known as the Third Party Administrator (TPA) 
has been introduced in the year 2001 in the field of Health Insurance. The 
intermediary is responsible for providing an insurance company with 
highly specialized services to support the administration and management 
of their health insurance products. These TPAs are to provide cashless 
services at hospitals, voice-based call centre support for policyholders, 
claims administration services and medical cost management. 
The creation of this new category of intermediary saw the 
beginning of a new era in health insurance in India. The insurance 
industry has been slow in picking up the concept of health insurance 
administration through TPAs. Nonetheless, the public sector general 
insurance companies have announced that they will soon include TPA 
services as part of their mediclaim policies and allow the consumer to 
avail of this service. Private players have taken the lead and engaged 
TPAs to help them service policyholders who have taken health covers. 
IFFCO-TOKIO Marine General Insurance, ICICI Lombard General 
Insurance, Reliance General Insurance and Royal Sundaram General 
Insurance have already signed up their respective TPAs. 
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The idea behind bring TPAs is to reduce the high claim ratios by 
eliminating fraud cases. While TPAs network with hospitals and 
interactions with doctors is expected to reduce claims substantially, 
insurers also with to improve customer relationship through their TPAs. 
Agents and Corporate Agents: 
The liberalized environment in which the insurance companies, 
both life and non-life, have been operating over the last three years have 
witnessed a growth in the intermediation process.'^ The agents have been 
known to be vital link between the insurers and the insured. The agent, 
who works on commission basis, is recruited, trained and supervised 
normally by a development officer. Agents and corporate agents who 
interface with customers need to demonstrate that they possess the 
technical and sales abilities to sell and service insurance covers. 
Customer regard them as experts in their line of business. Many 
companies, firms, NBFC's, cooperative societies and panchayat are also 
taking corporate agencies to market insurance products. It is seen that 
such a venture enables these institutions to.augment their income, to 
leverage their hold on their existing customer base and to increase the 
productivity of their employees. 
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Brokers: 
Brokers are professionals who bring together the insured the 
insurers, carry out work preparatory to insurance contracts and, where 
necessary, assist in the administration and performance of such contracts, 
in particular when claims arise. Brokers have a relatively more important 
role to play in free markets than in markets regulated partly or fully by 
tariffs. They are increasingly becoming professional risk managers. 
Primary responsibility of brokers is towards the insured. They put across 
requirement of their clients before insurers and obtain from .them 
appropriate insurance products. Whenever standard products are not 
adequate, they prepare a "manuscript policy" and negotiate with the 
insurer to optimize satisfaction of their clients. As brokers negotiate with 
many insurance companies, they also act as catalysts of competition in 
the insurance market. A vast range of products can not be handled easily 
by a single type of intermediary and hence, the world over, brokers have 
been found to be the right medium. Insurance brokers are specialist 
professionals and are really the agents of the,customer and receive their 
remuneration out of the premium paid by the customer. The brokers 
arrange the covers, scrutinize the policy wordings and negotiate the 
claims of behalf of the clients. 
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Until October 2002, direct broking was not permitted in Indian 
general insurance. Tliere were only brokers dealing in reinsurance 
arrangements. They were engaged in arranging reinsurance, coverage for 
large risks from the international reinsurance market and made an attempt 
to obtain favourable and appropriate terms for reinsurance at competitive 
and affordable rates. The Indian insurance (Amendment) Bill 2001, 
which sought to open up the Indian insurance market to brokers with the 
passage of the Bill, the Insurance Act, 1938 stood amended. Subsequent 
to this, on October 16, 2002, the IRDA issued the insurance brokers 
regulations 2002^". The 2002 IRDA Brokers Act in 2002, permitted 
overseas insurance and reinsurance brokers to enter the market but with 
the same Equity Cap as that governing the operation of foreign insurers 
and reinsurers. Thus, foreign brokers must also form a joint venture with 
an Indian partner in order to establish an Indian broking house. Since the 
Act enabled the brokers to enter the Indian market for the first time, many 
brokers have since January 2003, already entered this field. This, is turn, 
means additional competition in the market where the customer has a 
wider choice and will benefit in terms of quality of service and pricing. 
The 2002 IRDA legislation established four broker categories, one 
of which broker must select when applying for a licence."' 
Category lA: Direct General Insurance Brokers 
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Category IB: Direct Life Insurance Brokers 
Category 2: Reinsurance Brolcer 
Category 3: Composite Broker 
Category 4: Others, for example, insurance consultants and risk 
management consultants. 
Each category has different solvency margins and capital adequacy ratios 
and all categories need professional indemnity insurance at different 
minimum levels. 
Banacassurance: 
Another important development in the Indian insurance industry is 
that of intermediating marketing. Using banks is likely to be the big 
emerging trend. Already most of the large public and private banks are 
busy experimenting with the marketing of insurance. It is conceivable in 
India that the Banacassurance model could emerge as the eventual market 
leader in sales volumes. Many factors weigh heavily in the favour of 
Banacassurance including the branch member and reach to individual 
customers. Banacassurance is the process of'selling insurance product 
through banks. Bank insurance is an organization, which, in addition to 
providing money transactions, leading services, manufactures and sells 
insurance products. In the broadest sense, by Banacassurance, it is the 
provision of a complete range of banking, investment, and insurance 
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products and services to meet the individual needs of the bank's 
customers and its associates. It is considered as a value added service to 
the customers of the bank and is now expected to become an important 
and major challenge after 'Manufacture' and 'distribution' of insurance 
products through banks. 
In concrete terms Banacassurance, which is also known as a 
"Allfmaz" describes a package of financial services that can fulfil both 
banking and insurance needs at the same time. 
Life as well as general insurance product can be marketed through 
Banacassurance, life insurance selling has been preferred by many 
perhaps as savings is a common factor and easily appreciated in both 
insurance and banking. The bank can start an insurance company to 
create their own products and market them through the usual 
intermediaries like individual as well as corporate agents, brokers etc. and 
also through their own banks' network branches. 
The Banacassurance model is becoming popular day by day and 
the share of business contributed by agents is on a decrease. Over a one-
forth of the private life insurance industry's income is generated through 
alternative channels of distribution. 
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Internet Marketing: 
The internet plays very important role for promoting sales of the 
insurance products and its also provides detailed information regarding 
the companies policy, products and future plans. The internet has proved 
to be one of the most potent and low-cost sale channels all over the 
world. The sales through this channel can be enhanced, especially when 
customer profiling, suitable product recommendation and finally, 
purchase of the policy itself Post-sale policy servicing can also be done 
through the internet itself The bank intends to significantly enhance its 
internet capabilities in insurance distribution business as it views a great 
potential in the internet for acquiring and servicing the customers. 
The internet can be used to offer supportive services in insurance, 
like the proposal forms, claims, claim intimations and E-mail 
correspondence. It has also featured for calculating premiums not more 
than a single minute. The purpose is to encourage E-communication 
between the insurers and the customers. For this computer literacy level 
in the offices of insurers has to be 100%, which sadly is not the case. 
Even departmental communications are exchanged on costly faxes and 
mobile phones. Over a period of time customers would deal with insurer 
on internet for many of their requirements. Insurers have the 
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responsibility to be ready when this happens and also encourage their 
customers to use internet communication. 
Call Centres: 
One of the cost effective ways for locating prospects is to make 
available customer data, particularly for personal lines of the motor 
vehicle owners, to call centers, to mail product literature, to existing 
customers and seek their performance on telephone for buying additional 
covers they correctly do not have. Once the interested prospects are 
located the direct marketing specialists can takeover. 
The call centre is an expensive but effective channel which can 
generate quality insurance leads.'^ The call centre Customer Service 
Officer (CSOs) interact with a number of customers each day. At the end 
of the insurance training sessions, the CSOs start generating referrals for 
the insurance. This is an expensive mode of getting referrals, but the leads 
generated are of good quality and conversion rates have been higher. 
Direct Marketing: 
Insurers seem more comfortable with 'direct marketing' through 
company's officials. Selling activities is now entrusted mainly to 
development officers. Corporate customer building is entrusted to 
managers of branches and divisions. The managers are also entrusted 
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with a variety of other important duties of which marketing and selUng is 
only one of them. Their current primary role is managing and not 
marketing. 
In a competitive environment the insurers have to redraw their 
structure to give primacy to selling, servicing and creation of new 
markets. Unless the structure fixes accountability for creation of new 
markets and marketing as key performance area of explosive officials, the 
distribution channels will suffer neglect and have to rely on their own 
capabilities without corporate support^°. The insurers have their data 
captured to monitor the performance of their branches and divisions, the 
distribution centre of their policies. But they singularly lack data on their 
individual customers in respect of their profiles, performance and 
profitability. 
Mandatory Training for Insurance Intermediaries: 
One of the important changes made by the Insurance Regulatory 
and Development Authority (IRDA) Act, 1999 is to insist that the new 
insurance agents should be trained for 100 hours and pass the prescribed 
test. This was done with the view to preparing the agents to market life as 
well as General Insurance in the right manner and to enable them to 
render proper service to their customers. The new companies that have 
come into the industry are recruiting new agents and getting them trained. 
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Some companies have designated them as 'Advisors,' Financial 
Consultants and such other nick titles. 
The training covers should include both classroom and practical 
components: The classroom training should be consisting of: 
• Code of conduct and legal liabilities, attitude 
• Product knowledge, with stress on product designing 
• Investment pattern under the IRDA Act 
• Solvency margin and share of capital 
• Market and outcome of market research vis-a-vis rules for 
advertising and publicity 
• Value added service before and after the sale 
• Information technology 
The practical training, at first instance, should include: 
• The office - its outlook and purpose 
• Process of working, including basis of underwriting or risks 
• Office discipline and expectations from an intermediary 
• Paperwork and use of information technology 
• The role of an intermediary and that of the office (underwriting 
marketing, product designing and so on) 
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The passing percentage of marks initially was 50 per cent but, with the 
number of agents failing the mandatory examination to quality as an 
insurance agent going up, the IRDA has lowered the pass mark to 35 per 
cent with retrospective effects. 
Customer Service and Education: 
Customer service and education is an area where new companies 
are clearly ramping up by bringing in their best international practices, 
operational efficiency through efficient use of technology. Customer 
servicing and education today have clearly become the focal point of 
insurance companies. There is a greater sensitivity is dealing with the 
customers. 
The customers of today know quite a good deal more about 
insurance, their risk exposures, insurance pricing and claim settlement. 
They have access to consultants, brokers and other intermediaries to learn 
from. They are more commercial minded and understand what they have 
bought more clearly and are aware of their contractual rights. They are 
flissy and do not hesitate to complain about shoddy services. Customers 
have begun to put more value on convenience and on speedier disposal of 
problems. Time and saving on their personal works has become a primary 
item of value. 
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Given a wide choice of availability of insurance providers, 
customers are discriminatory in their selection of insurer. They look at 
price, coverage and track record of insurers and their reputation and 
informality in business dealings before they make up their minds. 
Today's customers are less relationship oriented and more commercial 
minded. They drive hard bargains, are better informed and are skillful 
negotiators as befits their trained commercial instincts. 
In the changed environment insurers perceiving the need for a 
vibrant force of agents to meet the aspirations of the policyholders, 
training of the agents, has been laid down as one of the prerequisites for 
recruitment of the agents. Accordingly, insurers have accredited 
divisional and regional training centers to impart training to the agents as 
per the norms laid down by the Insurance Regulatory and Development 
Authority (IRDA). Today, for most insurers, customer servicing occupies 
the highest priority. Further, the notification of the regulations pertaining 
the policyholders, has also laid down benchmarks for customer service 
and education. 
Most insurers generate reports based on Information Technology 
(IT) platforms on such aspects as policy insurance, claims reported, 
claims paid, claim outstanding, claims disposal ratio, online premium 
paid, endorsements and grievance redressal ratio. Insurers have taken up 
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customer relationship management projects for their customer service 
centers i.e. call centers. Further, with the new amendments in the 
Insurance Act, 1938, insurers have also been exploring possibilities of 
setting up web-based points of sales system for retail and mid-market 
products. 
General Insurance as well as Life Insurance Corporations of India 
have taken steps to link all their branches through the computer network. 
The companies have established arrangements with various Internet 
gateways to also allow payment of premiums through the internet. .They 
also setup Kiosks in various parts of the country, offering policyholders 
access to policy information. 
With insurance industry fast emerging as "Buyers" market, insurers 
would have to gear themselves up to provide quality customer service and 
in this information technology would play a key role. Those insurers who 
are capable of responding to the needs of customers, in terms of both 
products offered and servicing thereafter, shall emerge as leaders in the 
evolving competitive environment. 
M-Commerce in Insurance: 
In M-commerce, the customer with his email address will be using 
the internet to access bank or other websites in order to check position, 
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compare offers (car insurance, home contents covers, pension schemes, 
health insurance and others) and initiate transaction through their 
personal computer. The commercial transaction will be through the 
pressing of the button as if a commercial game model is played. 
The future of M-commerce is all to come and insurance may be 
one of the best to benefit from it. The internet capable cell phones used 
by the business and other users will demand M-commerce benefits at the 
place and time of their convenience. Insurance will be among the first and 
largest user of the developments in E-distribution. The younger 
generation and students community will be insurance sensitized with the 
thrilling and advantageous arena of M-commerce insurance products. 
Given the advantageous costs involved in operating M-commerce 
environment, means of access must be devised to ensure that users can be 
online at almost any time and place with synergy on detailed policy 
conditions broadcasting side by side, in particular radio-waves mode, so 
that standard details can be further accessed by the customer with a 
transistor in his ear audio system. For instance, digital 
television/transistor providers now offer internet access because many 
people spend most of their leisure hours viewing / hearing and have 
become used to their audio visual TV and its operation. 
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The mobile phone or cell phone has reached high levels of 
acceptability with a significant part of the younger and economically 
active population is sensitized for its usage. A mobile phone can be used 
critically anywhere even when standing on delayed flights or even on 
delayed city bus. It is obvious reality that gives major advantage that the 
mohilQ ^honQ has over the hardware because, with increasingly busy 
lines, most people want to make full use of every moment wherever 
possible. It is at this juncture that M-commerce has become the nature 
solution with an increasing inclination to control our own affairs, 
including our financial lives with least expensive time element. 
In insurance financial service sector, early application of M-
commerce programme is a necessity for customer convenience and for 
increased market penetration. There might will be value in offering sales 
and maintenance of general insurance products other M-commerce due to 
the reason general insurance is highly sensitized to price and feature with 
tariff shackling freedom consciousness. This can be effectively delivered 
by M-commerce with cost-effective mechanism saving time and costs. It 
is also possible to hold informafion from several sources for comparison 
purposes. 
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2. IMPACT ON THE LEGAL FRAMEWORK 
The opening up of the insurance sector, in the wake of economic 
Hberalisation pohcy, necessitated changes to be brought about in the 
legislations related to the conduct of insurance business. The operation of 
the insurance business due to entry of private players required to be 
regulated and the interests of the buyers of insurance products demanded 
safeguards and protection. The legal structure of this sector therefore 
underwent drastic change. The first step in this direction was the 
establishment of the Insurance Regulatory Development Authority 
(IRDA). 
(i) Insurance Regulatory and Development Authority (IRDA): 
Reforms in the insurance sector were initiated with the passage of 
the Insurance Regulatory and Development Authority (IRDA) Bill in 
December 1999. Both houses of the Indian Parliament (Lok Sabha and 
Rajya Sabha) passed the Insurance Regulatory and Development 
Authority Bill. The Bill resulted in the establishment of the Insurance and 
Regulatory Development Authority by ~ adopting the major 
recommendations of Malhotra Committee.^ '^  
It is important that the deregulated industry does not fall victim to 
the sort of practices that originally caused nationalization. It is, therefore, 
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essential that the pubhc have confidence in the industry and its regulation, 
while simultaneously not burdening the industry with excessive red 
tappism. With this in mind, the IRDA was established as an autonomous 
regulator of the insurance industry. The IRDA Bill prescribed powers and 
functions to allow the IRDA to promote, regulate and ensure the orderly 
growth of India's insurance industry. The IRDA, since its incorporation 
as a statutory body in April 2000, has fastidiously stuck to its schedule of 
framing regulations and registering the private sector insurance 
companies. 
The other decision taken simultaneously to provide the supporting 
system to the insurance sector has been the launch of the IRDA's online 
service for issue and renewal of license to agents. The approvals of 
institutions for imparting training to agents has also ensured that the 
insurance company would have a trained workforce of insurance agents 
in place to sell their products. 
Objectives of Insurance Regulatory & Development Authority: 
Following are the main objectives of IRDA."^ 
• To protect the interest of and secure fair treatment to policyholder. 
• To bring about speedy and orderly growth of the insurance industry 
(including annuity and superannuation payments), for the benefits 
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of the common man, and to provide long-term funds for 
accelerating growth of the economy. 
• To set, promote, monitor and enforce high standards of integrity, 
financial soundness, fair dealing and competition of those it 
regulates. 
• To ensure that insurance customers receive precise, clear and 
correct information about products and services and make them 
aware of their responsibilities and duties in this regard. 
• To ensure speedy settlement of genuine claims, to prevent 
insurance frauds and other malpractices and put in place effective 
grievance redressal machinery. 
• To promote fairness, transparency and orderly conduct in financial 
markets dealing with insurance and build a reliable management 
information system (MIS) to enforce high standards of financial 
soundness amongst market players. 
• To take action where such standards are inadequate or ineffectively 
enforced. 
• To bring about optimum amount of self-regulafion in day to day 
working of the industry consistent with the requirements of 
prudential regulation. 
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Functions of Insurance Regulatory & Development Authority: 
The IRDA has been established to perform the following 
regulatory functions: 
• Issue and withdraw licences. 
• Specify qualification codes of conduct and training for 
intennediaries and agents. 
• Specify the form manner in which books of accounts shall be 
maintained. 
• Regulate investment of insurance funds. 
• Specify the percentage of life insurance business to be undertaken 
by the insurer in both rural and social sectors. 
• Approve the appointment of the managing directors. 
The Bill introduced in the parliament was in favour of liberalisation 
of the insurance industry, but the bone of contention was essentially that 
how much stake the foreign entities were to be allowed in the Indian 
insurance company. 
In November 1998, the central cabinet approved the Bill which 
envisaged a ceiling of 40 percent for non-residents Indian stake holder, 26 
percent for foreign collaborators (presently 49 percent) and 14 percent for 
Non-Resident Indians (NRI's), Overseas Corporate Bodies (OCB's) and 
Foreign Institutional Investors (FII's). 
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(ii) Review of Insurance Act 1938: 
The comprehensive Insurance Act of 1938 fell short of provisions 
to cope with the openness of the insurance industry. This highlighted the 
need for comprehensive review of the Regulatory and Supervisory 
Environment under which private and public insurers shall conduct the 
business." The Law Commission, therefore, at the request of Insurance 
Regulatory and Development Authority (IRDA), initiated the exercise of 
review of insurance Act, 1938 and other related legislations to harmonise 
the insurance laws in tune with the liberalized economic environment 
prevailing in the economy in general and particularly in the context of the 
insurance industry. The process of review is on and soon the new Act is 
expected to take a correct shape. 
(iii) Appointed Actuary System: 
The IRDA introduced the system of Appointed Actuary (AA) both 
for life insurance business and general insurance business in India. No 
insurers can transact life insurance business in India without an appointed 
actuary, perceiving a crucial role for the appointment actuary, the 
Authority, while defining the privileges and the obligations of the AA, 
laid down eligibility criteria in the regulations. The regulations require 
that each life insurer shall have an AA as a full time employees. 
However, a relaxation has been made in case of Non-Life Insurance 
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Companies. Every life insurer is required to submit the statement of 
solvency, alongwith its actuary report and extract, as on 31 ^ ' March of 
each financial year, duly certified by the AA. In case of non-life insurer, 
the AA is required to certify the rates for in-house non-tariff products and 
IBNR (incurred but not reported) results. 
(iv) Consumer Grievances Redressal System: 
With the opening up of the insurance industry and the entry of new 
players, awareness about their rights has steadily been increasing amongst 
the public at large. Insurers are also required to set up grievance cells and 
their performance is monitored by them on a regular basis. Insurers have 
also opened "may I help you" and information facilitation counters. In 
addition, such counters as Rabat Yojana and Nidhi Melas are conducted 
to dispose of claims speedily. The public sector companies have also not 
remained far behind and are fast gearing upto these changes. 
The fresh mechanism for redressal of the grievances of the 
policyholders provides for three different forums viz. 
• The in-house grievances redressal cells of the insurers 
• The consumer courts will provide for a three tier approach in 
resolving consumer disputes 
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• The District Forum, the State Forum and the National Forum, with 
different pecuniary jurisdictions; and the civil courts. 
(v) Introducing Ombudsman: 
A new administrative body has been appointed by the Insurance 
Regulatory and Development Authority in regard to the interest of the 
policyholders. The insurance Ombudsman is empowered to receive and 
consider complaints in respect of personal lines of insurance form any 
person who has any grievance against an insurer. The complaint has to be 
in writing, and addressed to the jurisdictional Ombudsman within whose 
territory a branch or office of the insurer complaint against, is located. 
The complain may relate to any grievance against insurer, partial or total 
repudiation of claims by the insurer, dispute in regard to premium paid or 
payable in terms of policy, dispute on the legal construction of the 
policyholders in case such dispute relates to claims, delay in settlement of 
claims and non-issue of any insurance documents to customer after 
receive of payment. The limit of an Ombudsman's power is at present 
prescribed by IRDA at Rs. 20 lacs. 
(vi) Detariffing the Indian General Insurance Industry: Insurance 
sector had been liberalized in the year 2000. Gradually the private sector 
players/MNCs are likely to mount pressure for detariffing making it an 
indispensable evil. Before liberalisation Indian General Insurance 
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Industry, the Tariff Advisory Committee (TAC), used to fix the tariffs 
regarding the General Insurance Products. A tariff is merely schedule of 
premium rates and policy terms and conditions applicable to risks in a 
class of business. But in common parlance only those schedule of rates 
and terms which are issued by a central authority and require compliance 
by all insurers, are called tariffs." 
Detariffmg is the way to initiate the process of liberalisation. It will 
help the insurers to develop range of products, as companies can have the 
independence to set rates. Products can be differentiated, need based 
products for customers can be walked out, insurers will offer products at 
competitive price, better customer service will be made available, as a 
result demand will increase and insurance culture will develop among the 
customers benefiting the masses. The common refrains both for and 
against detariffmg as it is centered on the lack of sufficient information, 
because of absence of data, inadequately of data, absence of statistical 
information and absence of scientific practice. The inference is that the 
general insurance industry, with its current set of data, is not in a position 
to harness the full potential of the Indian market to its advantages. 
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have been created and business opportunities explored. All these are 
likely to lead to the establishment of a vibrant and customer friendly 
insurance business environment in the country. State owned Life 
Insurance Corporation of India (LIC) still write the bulk of insurance 
business, and they have the network required to underwrite large 
corporate risks without depending almost entirely on reinsurance support. 
However, their focus on restructuring is beginning to put them at a 
disadvantage against private life insurance companies. 
Table 4.2 
Total Volume of Business in Life Insurance Segment Post 
Liberalisation (2000-01 - 2003-04) 
Year 
2000-01 
2001-02 
2002-03 
2003-04 
Cumulative Gross Direct Premium 
(Rs. in crores) 
34893.00 
50094.45 
55738.11 
63130.66 
Source: Various issues of IRDA Journal. 
A cursory glance over the data set out in table 4.2 reveals that there 
has been continuous increase in Cumulative Gross Direct Premium i.e. it 
went up from Rs. 34893 crores in 2000-2001 to Rs. 63130.66 in 2003-
2004 thereby registered a sharp rise of 44.72 per cent over 2000-2001 in 
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the total volume of business in life insurance segment. It clearly indicates 
that though private players have entered into the field of insurance yet, 
Life Insurance Corporation of India has its deep reach among masses. 
Table 4.3 
Share of Public & Private Companies in the Total Volume of Life 
Insurance Business (2000-01 - 2003-04) 
Year 
2000-01 
2001-02 
2002-03 
2003-04 
Cumulative Gross 
Direct Premium 
(Rs. in crores) 
34893.00 
50094.45 
55738.11 
63130.66 
Public Sector (Rs. 
in crores) 
34892.02 
49821.91 
53492.75 
60705.20 
Private Sector 
(Rs. in crores) 
0.98 
272.54 
1109.62 
2425.46 
Source: Various issues of IRDA Journal. 
A review of above noted table 4.3 brought an important fact to 
notice that there is growth in all figures noted in the table i.e. total 
premium has gone up from Rs. 34873 crores in 2000-2001 to Rs. 
63130.66 crores in 2003-2004, collection of public sector companies has 
increased for Rs. 34892.02 crores in 2000-2001 to Rs. 60705.20 crores in 
2003-2004, similarly there is a rise in private sector companies premium 
earnings from 0.98 crores in 2000-2001 to Rs. 2425.46 crores in 2003-
2004. It is pertinent to mention here that the premium has divested for 
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public to private sector. Had there private sector companies not been in 
picture all premium, would have been earned by public sector companies. 
Table 4.4 
Market Share of Public ife Private Companies in the Total Volume of 
Life Insurance Business (2000-01 - 2003-04) 
Year 
2000-01 
2001-02 
2002-03 
2003-04 
Market Share of 
Public Sector (%) 
99.98 
98.65 
94.34 
87.04 
Market Share of Private 
Sector (%) 
0.02 
0.54 
5.66 
12.96 
Source: Various issues of IRDA Journal. 
Market share of public and private companies in the total volume 
of Life Insurance Business has been depicted in table 4.4 which shows 
that market share of public sector has shown a decreasing trend i.e. it 
decreased from 99.98 per cent in 2000-2001 to 87.04 per cent in 2003-
2004 thereby a decline by 12.94 per cent over 2000-2001. On the 
contrary, the share of private sector companies has gone up from 0.02 per 
cent in 2000-2001 to 12.96 per cent in 2003-2004. Need less to say that 
the growth of privat4 sector insurance business has been at the cost of 
public sector. The funds are getting divested from public to private sector 
mainly due to the fact that foreign/private sector has its an promotional 
measures which are for superior to than that of public sector. However, 
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now a deep, due to stiff competition, public sector insurance companies 
have launched massive promotional campaigns. 
Table 4.5 
Growth in Volume of Life Insurance Business of Public & Private 
Companies (2000-01 - 2003-04) 
Year 
2000-01 
2001-02 
2002-03 
2003-04 
Growth in the 
Industry (%) 
25.26 
43.54 
11.27 
10.48 
Growth in Public 
Sector (%) 
25.08 
42.79 
9.65 
13.48 
Growth in Private 
Sector (%) 
97.00 
269.50 
307.15 
118.58 
Source: Various issues of IRDA Journal. 
Data set out in table 4.5 reveals percentage share of volume of life 
insurance business of public & private sector companies. It reveals a 
declining trend in public sector and increasing trend in private sector 
companies. It is obvious as there has been decrease in absolute terms so is 
in case of relative terms. Remarkable to not is the tremendous growth of 
private sector companies who are emerging very powerfully in India's 
msurance sector. 
During the financial year 2001-2002 only four companies i.e. Birla 
Sun Life, ICICI Prudential, Max New York and HDFC Standard Life 
have underwritten business for a full twelve-month period. Some of the 
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private players entered the market during closing stages of the financial 
year 2001-2002. Private players see a tremendous potential for life 
insurance business in the country with the ever expanding middle class, 
growing monitoring affluence and the absence of a social security system. 
The insurers have come forward to offer packaged "life solutions" as 
against mere "products" to sell life policies, equipped as they are with the 
technological support of their foreign partners in terms of product 
knowledge, business process and proven sales models. The insurers are 
taking their obligations under the rural and social sectors seriously; a 
number of products are offered to underwrite business in thee special 
sectors. 
The financial year 2002-2003, was the second full year of 
operations for most of the new life insurance companies; by the end of 
the financial year, the number of private players increased to twelve and 
they were competing with the public sector Life Insurance Corporation of 
India (LIC). The year witnessed tremendous growth in terms of private 
insurers adding new business to their portfolios. However, the overall 
new business premium witnessed a decline vis-a-vis the financial year 
2001-2002, as the impact of declining interest rates in the economy 
percolated down to the insurance sector. With the interest rates moving 
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southwards, the insurers slowly withdraw policies with guaranteed 
returns. Overall, the decline in new business was eighteen per cent. 
The premium underwritten by the industry during 2002-2003 was 
Rs. 55738.11 crores, of which Rs. 54628.49 crores was underwritten by 
Lie and Rs. 1109.62 crores by the private players. As against this, during 
the previous year (2001-2002) it was Rs. 50094.45 crores (industry), Rs. 
49821.91 crores (LIC) and Rs. 272.54 crores (Private Player), 
respectively. Overall, the industry witness a growth of 11.27 per cent in 
terms of gross premium underwritten as against 43.54 per cent growth 
recorded in the previous year. The decline in the growth rate in the year 
2002-2003 has to be assessed in the context of the previous year being an 
observation. During the financial year 2001-2002, LIC had underwritten 
99.46 per cent of the business in that year, had offered high yield 
guaranteed return plans like Jeevan Shree, Beema Nivesh, Single 
Premium and Individual Pension Plans. The decline in growth rate could 
be on account of the withdrawal of these schemes in the financial year 
2002-2003. Growth in the business of LIC was recorded as 42.79 per cent 
during 2001-2002 declined to 9.65 per cent in the year 2002-2003. A 
review of the performance of LIC during the years 1998-1999 to 2000-
2001 further reveals that it has recorded annual growth in the range of 18 
and 25 per cent. The private insurers exhibited growth of 307.1 per cent 
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during the year. The sharp increase in growth for the new players can 
partly be attributed to the fact that their business during the financial year 
2001-2002 was small. 
The performance of the private players during the last four years 
and particularly for the current year has reflected their ability to create 
and nurture new markets. The private players accounted for about 2 per 
cent of the total premium underwritten in this sector for the year 2002-
2003. Significantly, the total business underwritten grew by 11.27 per 
cent. In comparison, the private players had accounted for less than 1 per 
cent of the total business underwritten in the previous year. In terms of 
market share, LIC held 98 per cent of the life market, with the twelve new 
players capturing just 2 per cent. During the financial year 2001-2002, 
LIC held 99.46 per cent of the total market. A comparison of the business 
underwritten by the private players further reveals that atleast three of 
them have succeeded in establishing themselves in the market-while 
others have still to make a mark. 
During the financial year 2002-2003, ICICI Prudential captured 
merely 3 per cent of the new business underwritten, followed by Birla 
SunLife and HDFC Standard at 1.21 per cent and 1.08 per cent of the 
premium underwritten. In terms of number of policies, while ICICI 
Prudential had issued 2.45 lac policies, HDFC Standard Life and Allianz 
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Bajaj followed with 1.25 lac and 1,16 lac policies respectively. In terms 
of premium underwritten in rural sector, SBI Life led with premium 
underwritten at Rs. 504.21 lacs followed by Met Life at Rs. 215 lacs. In 
terms of number of policies underwritten in rural sector, ICICI Prudential 
led with 29376 policies. In the social sectors, SBI life led with a premium 
of Rs. 39.45 lacs and lives covered at 37478 lives. 
During the financial year 2003-2004 the insurance industry 
underwrote first year premium of Rs. 18710.15 crores recording a growth 
of 10.48 per cent over the previous year. In terms of policies, the insurers 
exhibited a growth of 12.83 per cent with 286.27 lac policies. The share 
of premium of private insurers increased to 12.96 per cent as against 5.66 
per cent during 2002-2003. Individually, all the private insurers increased 
their market share over the previous year. The private insurers recorded a 
growth of 153 per cent in terms of first year (including single) premium 
underwritten by them. LIC underwrote premium of Rs. 16284.68 crores 
during the year. LIC's market share for 2003-2004 was 87.04 per cent. 
LIC, in terms of number of policies, contributed 94.21 per cent. 
The premium underwritten by the private players for 1657636 
individual policies stood at Rs. 2048.06 crores. In case of the LIC the 
premium under 26951919 individual policies amounted to Rs. 12636.86 
crores. A comparison of the individual single premium underwritten by 
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the private players and the LIC reveals a decline of 3.42 per cent and 
61.29 per cent at Rs. 287.97 crores and Rs. 1164.71 crores respectively. 
The decline was on account of the impact the changes made in section 
lO(lOD) of the Indian Income Tax Act, 1961. Cumulatively, the twelve 
private players underwrote a premium of Rs. 2425.46 crores. Amongst 
the private players, ICICI Prudential led with a market share of 4.01 per 
cent followed by Birla SunLife at 2.40 per cent. The following table 
reveals that the LIC's business is day-by-day dwindling after the 
liberalisation in this sector. The table also exhibits the new business 
premium of life insurance companies during the years 2002-2003 and 
2003-2004. 
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Table 4.6 
Business of Private Sector Life Insurance Companies in India 
[2002-2003 to 2003-2004] 
Name of the 
Insurance 
Company 
Tata AIG 
Allianz Bajaj 
ING Vysya 
AMP Sanmar 
SBI Life 
HDFC Standard 
ICICI Prudential 
Birla SunLife 
Aviva Life 
Om Kotalc Maliindra 
Max New Yorlc 
Met Life 
No. of Policies 
2002-03 
91,487 
1,15,964 
10,976 
16,344 
17,746 
1,24,837 
2,44,434 
64,758 
17.023 
32,767 
77.531 
11.277 
2003-04 
1,61,967 
1,85,350 
90,976 
46,282 
86,495 
2,03,205 
4,36,196 
1,55,598 
71.001 
51,071 
1,45,581 
25,124 
Premium Amount 
(Rs. in lacs) 
2002-03 
5,220.84 
6,388.89 
1,765.92 
631.52 
7,188.08 
12,931.38 
36,410.67 
12,956.79 
1,346.63 
3,520.96 
6,731.37 
769.88 
2003-04 
18,015.47 
17,970.51 
7,260.66 
2,788.16 
19,590.08 
20,933.26 
75,091.03 
44,986.19 
7,713.84 
12,710.19 
13,148.80 
2,338.16 
Market share 
(%) 
2002-03 
0.31 
0.37 
0.10 
0.40 
^ 0.42 
0.76 
2.15 
0.77 
0.08 
0.21 
0.40 
0.05 
2003-04 
0.96 
0.96 
0.39 
0.15 
1.05 
1.12 
4.01 
2.40 
0.41 
0.68 
0.70 
0.12 
Source: Annual Reports of respective companies. 
A cursory glance over the data set out in table 4.6 clearly indicates 
the profiles of policy premia and market share of private sector life 
insurance companies during the years 2002-2003 and 2003-2004. There 
has been remarkable increase in the number of policies resulting i m 
increased amount of premium also. The number of policies of Tata AIG 
went up from 91487 in 2002-2003 to 161967 in 2003-2004 - recording a 
rise of 43.5 per cent. Similarly, the amount of premia collected also 
increased over three and a half times that is, it went up from Rs. 5220.84 
\9^ 
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lacs in 2002-2003 to Rs. 18015.47 lacs in 2003-2004. Other companies 
have also had a bumper business during the period under review. ICICI 
Prudential which has highest number of policies, as compared to other 
players, had to its credit 244434 policies during 2002-2003. The same 
jumped to 436196 policies during 2003-2004. The premium collected 
also reached Rs. 75091.03 lacs during 2003-2004 as compared to Rs. 
36410.67 lac during 2002-2003. The market share captured by ICICI also 
increased from 2.15 per cent in 2002-2003 to 4.01 per cent in 2003-2004. 
The other private companies which have \good business in insurance 
sector are HDFC and AUianz Bajaj. The number of policies of these two 
companies during 2002-2003 was 124837 and 115964 respectively. The 
figures rose to 203205 and 185350 during 2003-2004. Similarly, there is 
a shaip rise in the amount of premium collected by these companies. So 
far as the market share is concerned, ICICI Prudential captured the 
highest share of 2.15 per cent in 2002-2003 followed by Birla SunLife 
0.77 per cent, HDFC 0.76 per cent, SBI Life 0.42 per cent. MetLife had 
the smallest share, that is, 0.05 per cent during 2002-2003 which 
remained low during the year 2003-2004, also that is, 0.12 per cent. A 
review of the market share of these companies during 2003-2004 further 
indicates that ICICI ranks first with 4.01 per cent followed by Birla 
SunLife at 2.40 per cent, PiDFC 1.12 per cent. All this clearly indicates 
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that though all the private sector companies are capturing the market by 
way of promotional strategies thereby reducing the business of the LIC. 
Out of the private sector life insurance companies ICICI Prudential, 
PiDFC Standard, Allianz Bajaj, Tata AIG and Max New York are the top 
ranking players in globed Indian economy. 
PERFORMANCE OF NON-LIFE INSURANCE COMPANIES: 
As is the case with the life insurance business, new non-life insurers 
also got registered towards the end of 2000 but were unable to commence 
full-scale business before the end of March 2001. The four public sector 
companies, therefore, for the period under review have dominated the 
business. There has been a qualitative change in the approach of the 
management of these companies. The government at the suggestions of 
the Insurance Regulatory and Development Authority (IRDA) has 
notified the General Insurance Corporation of India as a re-insurer. The 
administrative links that had existed between the four nationalized 
companies and GIC has come to end in November 2000. The general 
insurance industry in this country, which has not fully reached its 
potential in regard to coverage as well as development of policies in areas 
which the customers would like to, has shown a tendency to improve in 
these areas. The new companies as well as the existence ones have 
brought into the market some new products which are being marketed 
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with a professional approach. One area of significant improvement is the 
industry's preparedness to loolc at the credit risk insurance which has the 
potential of developing into a very significant portfolio, if developed on 
proper lines. The industry is also showing its preparedness to take steps to 
control its costs.•^ ^ The performances of the general insurance companies 
in India pertain mostly to the four nationalized companies namely, New 
India Assurance, National Insurance, Oriental Insurance and United India 
Insurance. Some of the companies in the private sector like Royal 
Sundram, Tata AIG, IFFCO-TOKIO, Cholamandalam, ICICI Lombard, 
Reliance General Insurance, AUianz Bajaj and HDFC Chubb General 
Insurance Company have already commenced their business. Results that 
are depicted in the accompanying statements indicate that these 
companies have not made adequate technical reserves in terms of the 
regulations and have, therefore, shown losses. During the financial year 
2001-2002 the number of non-life insurers in the private sector who have 
been granted registrations to underwrite business within the country was 
six at the close of the year. Of these, while five insurers have been formed 
as joint venture with foreign equity participation, in case of Reliance 
General Insurance Companies Ltd., the company has been promoted as a 
subsidiary of the Reliance Group. The gross premium underwritten by the 
non-life private sector insurers was Rs. 465.27 crores in 2002-2003 as 
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against Rs. 7.14 crores in the previous year. The gross premium 
underwritten by these insurer was 3.74 per cent of the total market in 
2002-2003 as against a meager 0.07 per cent in the previous year. An 
analysis of the class-wise business figures of the private insurers reveals 
that these insurers have booked underwriting losses in all segments of 
business (other than fire insurance in case of two companies and marine 
insurance in case of one company). Two companies have recorded a net 
profit during the financial year 2000-2002. A major contributor to the 
overall underwriting losses has been motor claims insurance. Motor 
insurance business continues to be the fastest growing portfolio in the 
general insurance business in the country. Though it appears to be the 
simplest, the experience of the Indian market on this portfolio during the 
last 15 years; has been anything but satisfactory. It controls were than 38 
per cent of the total general insurance business in the country. Apart from 
being the fastest growing portfolio, motor insurance also account for the 
maximum number of documents. Nearly 60 per cent of all documents 
issued and 60 per cent claims reported emanate from this portfolio. One 
of the primary reasons for the continued underwriting losses of public 
sector non-life companies in India has been the higher outgo - both for 
Own Damage (OD) and Third Party (TP) liability claims under this 
portfolio. Added to the claims cost is the business acquisition cost and 
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high management expenses which make this portfoHo highly loss prone.'^ ^ 
With a road network of over 8.7 milhon kilometers, and a vehicle 
population of around 50 million in the country, Indian roads take a toll of 
more than 85000 victims every year with over 3.5 lacs accidents reported 
annually. The accident per thousand vehicles in India is the highest in the 
world, that is, 31.80 per cent and is more than twice that of the UK and 5 
times that of the US. In India Motor crash accident ratio works out to 
around 0.17 per cent per year. The general insurance industry players 
garnered a total premium of Rs. 12,000 crores during the financial year 
2002-2003 up from 11,000 crores in 2001-2002. The private players, 
however, stole the show and pulled up the industry's overall growth rate 
higher to 20 per cent by their sectoral performance. Private players 
garnered in 9.5 per cent share of the market in 2002-2003 up from 3.5 per 
cent in 2001-2002. They have captured 14 per cent in the industry fire 
portfolio, 7 per cent in marine and 8 per cent of miscellaneous portfolio. 
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Data set out in table 4.7 the gross direct premium income of 
general insurance sector in India from 2000-2001 to 2002-2003. In the 
fire insurance segment also ICICI Lombard topped the list by earning Rs. 
123.75 crores as premium followed by IFFCO-Tokio at Rs. 103.52 crores 
during 2002-2003. Marine insurance has been all through captured by 
TATA-AIG followed by IFFCO-Tokio and Royal Sundaram. In 
miscellaneous segment, Allianz Bajaj has earned Rs. 228.45 crores as 
premium followed by TATA-AIG at Rs. 156.69 crores and Royal 
Sundram at Rs. 132.26 crores during 2002-2003. A comprehensive 
review of general insurance sector of private sector reveals that it is 
Allianz Bajaj which has topped the list during the period under study. 
Premium income of Allianz Bajaj was noted at Rs. 296.48 crores during 
2002-2003 followed by TATA-AIG Rs. 233.32 crores and IFFCO-Tokio 
at Rs. 213.32 crores. In general segment, the lowest premium has been 
earned by HDFC-Chubb at Rs. 9.49 crores. It is simply because of the 
small size and business of the company. The foregoing description of the 
performance of the private non-life insurers brings us to the conclusion 
that in the years to come these companies will further capture the market 
share in general insurance segment. 
The short period of nationalization has been marked by the orderly 
development of regulatory framework. The significance of the process of 
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regulatory evaluation in the insurance industry can be fully appreciated 
only in the context of the turmoil created by regulatory issues in other 
recently liberalized sectors. The IRDA is fully conscious of the fact that 
the growth of insurance coverage in the country, both for life and non-life 
risks, is possible only when there is a growth in public knowledge and 
insurance education. Competitive forces have brought to the customers 
best in product development and features, as they are offered an 
unbundled product with variety of riders to choose from. This, unlike in 
the past, when the customer was offered a bundled product with features 
he may not really willing to buy, but still had to pay for. The 
identification of the central role of the customer in insurance is desired to 
reach him when/where he wants, has led to the development of alternate 
channels of distribution, including banacassurance, brokers, the internet 
and direct marketing. 
The Indian insurance industry has been witnessing a relatively 
better growth rate when compared with many other countries of the 
world. During 2000 the Indian insurance industry, as a whole, witnessed a 
growth of 16.6 per cent as against 6.6 per cent of the global growth rate. 
Contribution of insurance premium as a percentage of GDP increased 
from around 1.5 to 1.7 per cent in 1998-99 to 2.5 to 2.57 per cent during 
the year 2001-2002. It confirms the growth trajectory of this sector. It is 
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not just the growth in percentage that is looking better post Hberalisation 
but the entire approach to both buying and selHng insurance has been 
changed positively. From a completely seller dominated market, the 
business in now very much driven by what the consumers want, what 
products he is looking for and how he wants to buy them, to the sheer 
range of options he can chose from. In short, insurance market is now a 
buyer market. Private players and state players have gone for aggressive 
publicity increasing the awareness level regarding the insurance products. 
Awareness level has increased to such an extent that customers are 
actually looking at the product for the purpose for which it was originally 
created. 
Historically, insurance companies did not sell insurance in India 
but consumers brought it as tax saving investment. Consequently, more 
often than not, the insured ended up buying a policy that did not meet his 
specific needs. After sale service was not a very high priority and 
consumer was invariably left running in circles for issues like premium 
payments, claim dispute and final settlement. 
The following table highlights the performance of general 
insurance companies after liberalisation from 2000-2001 to 2003-2004. 
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Table 4.8 
Total volume of business in Non-life insurance segment 
(2000-01 - 2003-04) 
Year 
2000-01 
2001-02 
2002-03 
2003-04 
Cumulative Gross Direct Premium (Rs. in crores) 
9810.82 
11354.64 
14279.32 
16118.39 
Source: Various issues Journal of IRDA 
Analyzing the data in table 4.8, it is observed that Cumulative 
Gross Direct Premium in non-life segment has increased from Rs. 
9810.82 crores in 2000-2001 to Rs. 16118.39 crores in 2003-2004 i.e. a 
rise of 39.13 per cent over 2000-2001. It clearly indicates the changing 
behaviour of society towards non-life segment also. 
Table 4.9 
Share of Public & Private Companies in the Total Volume of Non-
Life Insurance Business (2000-01 - 2003-04) 
Year 
2000-01 
2001-02 
2002-03 
2003-04 
Cumulative Gross 
Direct Premium 
(Rs. in crores) 
9810.82 
11354.64 
14279.32 
16118.39 
Public Sector 
(Rs. in crores) 
9803.68 
10888.85 
12947.82 
13827.69 
Private Sector 
(Rs. in crores) 
7.14 
465.79 
1331.50 
2290.70 
Source: Various issues Journal of IRDA 
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Another break up of the data relating to non-hfe insurance segment 
on the sectoral basis has been done in above noted table 4.9. It exhibits 
alike life insurance sector, same trend i.e. increase in all figures. The 
Cumulative Direct Premium went up from Rs. 9810.82 crores in 2000-
2001 to Rs. 16118.39 crores in 2003-2004 share of public sector went up 
for Rs. 9803.68 crores in 2003-2004 to Rs. 13827.69 crores in 2003-2004 
an increase of around 50 per cent over 2000-2001 and share of private 
sector rose from Rs. 7.14 crores in 2000-2001 to Rs. 2290.70 crores in 
2003-2004. This increasing trend indicates the awareness of society 
towards non-life segment also. 
Table 4.10 
Market Share of Public & Private Companies in the Total Volume of 
Non-Life Insurance Business (2000-01 - 2003-04) 
Year 
2000-01 
2001-02 
2002-03 
2003-04 
Market share of public 
sector (in %) 
99.03 
96.24 
90.68 
85.00 
Market share of Pvt. 
Sector (in %) 
0.07 
3.76 
9.32 
15.00 
Source: Various issues Journal of IRDA 
Market share of public sector and private sector depicted in table 
4.10 reviewed during 2000-2001 to 2003-2004 showed a declining trend 
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for public sector and an upward movement in private sector. The public 
sector loss its share by 14.03 per cent in 2003-2004 over 2000-2001. The 
private sector gained by 14.93 per cent during the same period. It means 
that the trend is uniform in life as well as non-life segment. 
Table 4.11 
Growth in Volume of Non-Life Insurance Business of Public & 
Private Companies (2000-01 - 2003-04) 
Year 
2000-01 
2001-02 
2002-03 
2003-04 
Growth in the 
industry 
(in %) 
6.25 
15.73 
21.5 
13.00 
Growth in 
public sector 
(in %) 
65.00 
21.61 
15.45 
7.00 
Growth in 
private sector 
(in %) 
6424 
186 
70 
Source: Various issues Journal of IRDA 
Growth in volume of non-life insurance business of public sector 
and private sector depicted in table 4.11 has revealed the same trend as it 
was in case of life insurance segment. Through there has been a 
significant growth in the business of industry i.e. it went up from 6.25 per 
cent in 2000-2001 to 13 per cent in 2003-2004 a rise of over 100 per cent. 
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There has been an impressive growth in the volumes of premium 
income of the insurance market in 2002-2003 (post liberalisation period). 
The premium income has grown by 21.5 per cent to record a level of Rs. 
14,000 crores as compared to Rs. 12600 crores by the public sector 
players. 
The reasons for the impressive growth could be traced to increased 
premium levels of mega sized risks increase in the motor tariff premium 
rates and increased auto sales and a customer led demand for medical 
insurance schemes. The buoyant economy has also assisted in the growth 
of business. 
The public sector players posted an excellent growth rate of 14.4 
per cent in their gross premiums and recorded Rs. 12,700 crores as 
income. The market share of the public players dropped to 90 per cent 
from the previous 96 per cent. They have missed out on the growing size 
of the fire premium and should be a matter of utmost concern to them. 
The earned premiums, a true measure of growth rate was 9 per cent, the 
same as the year before. Their retention level of business earned 
premiums has fallen to 73 per cent from the 77 per cent in the previous 
year, showing a heavier dependence on reinsurance support. Another 
feature noted was that though the Marine premium grew by Rs. 130 
crores at gross level at the earned premium levels it showed a fall of Rs. 
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seven crores. Evidently a good portion of the marine business increase 
has come from risks that were reinsured very heavily. 
4. IMPACT ON INVESTMENT PATTERN 
Insurance is a business that deals with a large number of people 
and generates huge amounts of funds over time, making its financial 
muscle very strong. The capital formation arise out of policyholders 
funds in the case of life insurance, technical and free reserves in the non-
life segment. The time lag between the procurement of premium and the 
payment of claim provides an interval during which the funds can be 
deployed to generate income. The power of the sector is evident from the 
fact that insurance companies are among the largest institutional investors 
in the world.^ '^  
The insurance companies have an obligation to invest them 
prudently with the combined objectives of the liquidity, maximization of 
yield and safety. The investment decisions in the insurance sector are not 
entirely a matter of choice only of the investor. Therefore, the 
governments insist on a clear and transparent policy for investment. Since 
insurers deal with large public funds primarily in the nature of premium 
of the policyholders, entrusted to them in good faith, the safety of the 
same assumes greater importance. The money is collected on a long-term 
contractual basis with the trust that they will be secure with the insurer. In 
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fact, returns on investment influence the premium rates and bonuses and 
investment income will continue to be an important component of 
insurance company profit. In the life sector, benefits of investment profit 
accrue directly to policyholders when it is passed on to him in the form of 
bonus. In case of the non-life sector, the benefits are indirect, mostly by 
the creation of an investment portfolio. 
Initially, the Government of India had not laid down any specific 
investment policy. Steps in that direction were considered necessary 
when, with the ready availability of substantial funds from the market, 
some of the insurance were tempted to divert a portion of the same either 
towards speculative activities. Thus, in the forties, many life insurance 
companies were controlled by large financiers who used company funds 
to serve their own purposes. There were also some cases of interlocking 
of funds between banks and insurance companies. This harmed the 
interests of the policyholders and there was a strident demand that these 
malpractices be curbed. 
The Sir Cowasjee Jahangir Committee went into the question of 
funds management, and in the light of its recommendations, the Insurance 
Act was amended in 1950, introducing an element of regulation.^^ As a 
result, the life insurers were required to have 25 per cent of their assets in 
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Government Securities, 25 per cent in Government or other approved 
securities and 35 per cent in approved investment. 
The Lie was formed in 1956, but it was only after the Mundhra 
Scandal that a detailed investment policy was adopted in 1958. No 
specific guidelines along the above lines were issued by the Government 
of India in respect of the GIG and its four subsidiaries namely, National 
Insurance Company Limited, The New India Assurance Company 
Limited, The Oriental Insurance Company Limited and United India 
Insurance Company Limited. However, one of the important functions of 
the GIG as per the nationalization Act, 1972, was effective deployment of 
investable funds, so as to improve the yield and profitability. 
Subsequently, specific directions about the manner of investment in 
different channels were issued from time to time. 
The pattern of investment was, accordingly, prescribed in great 
detail by the Government of India, this was not in the form of guidelines 
but as a legal obligation under the Insurance Act 1938. It was stipulated 
that the LIC should invest its funds in Government Securities 25 per cent. 
Government and other approved securities inclusive of Government 
securities not less than 30 per cent. Approved investment i.e. 
infrastructure and social sector not less than 15 per cent, others governed 
by exposure/prudential norms not exceeding 20 per cent. Other than 
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approved investments governed by exposures norms not exceeding 15 per 
cent. 
In tlie case of General Insurance similar restrictions applied. The 
investment pattern of GIC was as follows: Central and State Government 
Securities not less than 12.5 per cent special deposits in Central 
Government Securities not less than 12.5 per cent. State Government and 
other approved securities, debenture, bonds of public sector units, not less 
than 10 per cent. Loans to housing and urban development corporation 
(HUDCO)/Delhi Development Authority DDA/ GIC Grihavitta Ltd.., and 
State Government for housing and fire fighting equipment not less than 
35 per cent. Market investment not less than 30 per cent. 
The Malhotra Committee had recommended that the mandated 
investment of funds of the LIC and GIC should be reduced and the 
composition of portfolios should be flexible, so that portfolio 
diversification will bring about improvements in returns. On the basis of 
this report, some changes in the policy have recently been introduced. 
The IRDA Regulations also followed more or less the earlier pattern, 
except that the quantum of investment in Government securities etc., has 
been reduced significantly, the Life Insurance Companies and the General 
Insurance Companies have now some what greater freedom and higher 
flexibility to make their investments. As per the regulations of IRDA, 
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every insurer carrying on thie business of Life Insurance shall invest, and 
at all time keep invested, of his controlled fund (other than funds relating 
to pension and general annuity and unit linked life insurance business) 25 
per cent in Central Government Securities, not less than 50 per cent in 
Government Securities or other approved securities inclusive of Central 
Government Securities. Approved investment in infrastructure and social 
sectors, not less than 15 per cent and other approved investment, not 
exceeding 35 per cent, while investment other than approved investment 
15 per cent. 
A review of pattern of investment specified by the IRDA in 
connection with the General Insurance and Reinsurance indicates some 
remarkable fact i.e. investment in Central Government Securities was not 
less than 20 per cent. State Government Securities and other Guaranteed 
Securities inclusive of Central Government Securities not less than 30 per 
cent, Housing and Loans to State Government 5 per cent. Remaining was 
invested in approved investment to be governed by exposure/prudential 
norms. 
The following tables reveal sector-wise investment of Life 
Insurance Companies in Pre-Iiberalised & Post-liberalised Indian 
Economy during the years 1998-2003. 
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Table 4.12 
Sector-wise Investment of Life Insurance Companies in Pre-
Liberalised Indian Economy (1998-2000) 
(Rs. in Crores) 
Year 
1998 
1999 
2000 
Central 
Govt. 
Securities 
45876.26 
(40.78) 
56185.25 
(39.55) 
70533.26 
(40.44) 
State Govt. 
& Other 
Guaranteed 
Securities 
10471.18 
(9.30) 
12928.35 
(9.10) 
14156.29 
(8.17) 
Housing 
12242.00 
(10.88) 
14207.43 
(10.00) 
15885.75 
(9.10) 
Infra-
structure 
12270.39 
(10.90) 
14597.85 
(10.28) 
17228.16 
(9.88) 
Approved 
Investment 
19222.93 
(17.09) 
29649.38 
(20.87) 
40075.83 
(22.98) 
Other than 
Approved 
Investment 
12396.67 
(11.02) 
14459.47 
(10.18) 
16521.65 
(9.47) 
Total 
Investment 
112479.43 
(100) 
142027.73 
(100) 
174400.94 
(100) 
Note: Figure within brackets indicates percentage to total. 
Source: IRDA Annual Report various Issue. 
Table 4.13 
Sector-wise Investment of Life Insurance Companies in Post-
Liberalised Indian Economy (2001-2003) 
(Rs. in Crores) 
Year 
2001 
2002 
2003 
Centra! 
Govt. 
Securities 
47512.08 
(24.49) 
128813.10 
(55.9) 
139965.81 
(53.61) 
State Govt. 
& Other 
Guaranteed 
Securities 
52523.95 
(27.07) 
3364.38 
(1.46) 
28837.86 
(11.04) 
Infra-
structure 
24886.86 
(12.82) 
20740.87 
(9.00) 
31335.89 
(12.00) 
Approved 
Investment 
50502.28 
(26.03) 
60928.73 
(26.44) 
59715.38 
(22.87) 
Other than 
Approved 
Investment 
18583.83 
(9.58) 
16521.65 
(7.17) 
1229.12 
(0.47) 
Total 
Investment 
194009.00 
(100) 
230368.73 
(100) 
261084.06 
(100) 
Note: Figure within brackets indicates percentage to total. 
Source: IRDA Annual Report various Issue. 
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A cursory glance over data set out in Table 4.12 c& 4.13 reveals the 
impact of economic liberalization on investment pattern of insurance 
sector. To make the study more meaningful, sectorwise investment of 
Life Insurance Companies as well as non-Life Insurance Companies has 
been analysed over a period three years prior to liberalisation and three 
years after liberalisation. This comparative analysis has led to this 
conclusion that total investment in central government securities in life 
insurance sector prior to liberalized went up from Rs. 45876.26 crores in 
1998 to 70533.26 crores in 2000 - an increase of 53.74 per cent-over 
1998. The same increased tremendously by 194.58 per cent in the post 
liberalized phase i.e. it went up from Rs. 47512.08 crores in 2001 to Rs. 
139965.81 crores in 2003. Investment in state government and other 
guaranteed securities in the pre-liberalised phase jumped by 35.19 per 
cent in 2000 over the year 1998. The same showed a declining trend in 
the post liberalized phase. There was a sharp decrease of 45.09 per cent in 
the year 2003 as compared to 2001. 
The investment in housing increased from Rs. 12242.00 crores in 
1998 to Rs. 15885.75 crores in 2000 - a rise of 29.76 per cent over 1998. 
Separate data of investment in housing sector in post-liberalised era is not 
available hence it is difficult to predict the effect. The life insurance 
companies have changed their policy of investment in infrastructure. The 
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investment in this sector increased in the three year of pre-Hberalised era 
by 40.40 per cent. However, the growth of investment in three years of 
post-liberalised phase has been just 25.91 per cent which leads to this 
conclusion that life insurance companies are diverting funds to other 
segments. A review of approved investment of life insurance companies 
shows that between 1998 and 2000, there has been a rise by 108.48 per 
cent. The same has risen just by 18.24 per cent in 2003 over 2001 that is 
in the post-liberalised phase. The trend of investment of life insurance 
companies in other than approved investment has not been appreciating in 
the three years of post-liberalised era. However, the same increased by 
33.27 per cent in the year 2000 over 1998. In the post-liberalised Indian 
economy, the amount of investment in other than approved investment 
decreased from Rs. 18583.83 crores in 2001 to Rs. 1229.12 crores -
thereby registered a decline of 93.38 per cent. 
Another assessment of investment of life insurance companies in 
the pre- and post-liberalised Indian economy has been made by 
calculating the percentage of all investment in each year to total 
investment of that year e.g. In all the years under review i.e. pre- post-
liberalised, major investment has been made in central government 
securities, the only impact of liberalisation has been that now the 
quantum of investment has increased sharply. Moreover, today more than 
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50 per cent of total investment of life insurance companies is in central 
government securities. The other sector in which the percentage of 
investment to total investment has increased in the post-liberalised phase 
has been the state government and other guaranteed securities (as evident 
from data noted in Table 4.12 and 4.13. In case of investment in 
infrastructure also, it has been observed that in the three years of study 
before liberalisation the percentage of investment to total investment 
ranged between 9 to around 11 per cent i.e. 10.90 per cent in 1998, 10.28 
per cent in 1999 and 9.8 per cent. The same investment showed an 
upward movement in the three year of post-liberalisation era, i.e. it was 
12.82 per cent, 9.00 per cent and 12.00 per cent of total investment in the 
years 2001, 2002 and 2003 respectively. There has not been any problem 
to life insurance companies to invest in approved investments. The 
proportion of approved investment in the three years of post-liberalization 
phase has improved as compared to three years of pre-liberalised phase. 
The segment since has been absolutely neglected by the life insurance 
companies in other than approved investment where life insurance sector 
invested 11.02 per cent in 1998, 10.18 per cent in 1999 and 9.47 per cent 
in 2000. The review of post-liberalised phase shows that from 9.58 per 
cent in total in 2001, it has reduced to 0.47 per cent indicating that new 
life insurance companies have been more cautious. They prefer to invest 
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in safe areas. Moreover, they are also trying to follow Malhotra 
Committee Recommendation. 
To conclude the impact of economic liberalisation on investment 
pattern of life insurance sector, it may be safely deduced that though 
reforms in insurance sector have been of recent origin, the period of three 
years may not be treated as too lengthy period to jump to any significant 
conclusion. But the indicators have suggested a change in the strategy of 
life insurance companies. It has been observed that Life insurance 
companies prefer to invest in those ventures which are safe, and ensure 
returns to them to meet their obligations. As it is evident that now their 
major thrust is on the central government securities followed by approved 
investment, infrastructure, state government etc. However, in the past 
they have not hesitated to invest in other than approved investment. The 
impact on investment pattern of life insurance companies reveals a 
cautious approach and a systematic investment in the post liberalized 
Indian economy. 
The following tables depict the sector-wise investment of non-life 
insurance companies in pre-liberalised & post-liberalised Indian economy 
during the years 1998-2000. 
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Table 4.14 
Sector-wise Investment of Non-Life Insurance Companies in Pre-
Liberalised Indian Economy (1998-2000) 
(Rs. in Crores) 
Year 
1998 
1999 
2000 
Central 
Govt. 
Securities 
3562.39 
(16.36) 
4139.21 
(24.60) 
5018.62 
(26.29) 
State Govt. 
& Other 
Guaranteed 
Securities 
1560.62 
(7.16) 
1670.85 
(9.93) 
1829.36 
(9.58) 
Housing 
9236.18 
(42.42) 
1039.16 
(6.17) 
1239.75 
(6.49) 
Infra-
structure 
601.30 
(2.76) 
650.26 
(3.86) 
750.69 
(3.99) 
Approved 
Investment 
6295.69 
(28.91) 
8659.20 
(51.45) 
9545.26 
(50.00) 
Other than 
Approved 
Investment 
475.29 
(2.18) 
668.89 
(3.98) 
706.63 
(3.70) 
Total 
Investment 
21731.47 
(100) 
16827.57 
(100) 
19090.31 
(100) 
Note: Figure within brackets indicates percentage to total. 
Source: IRDA Annual Report various Issue. 
Table 4.15 
Sector-wise Investment of Non-Life Insurance Companies in Post-
Liberalised Indian Economy (2001-2003) 
(Rs. in Crores) 
Year 
2001 
2002 
2003 
Central 
Govt. 
Securities 
5448.96 
(22.27) 
6907.92 
(29.52) 
8592.49 
(28.32) 
State Govt. 
& Other 
Guaranteed 
Securities 
2154.29 
(18.81) 
2094.64 
(8.95) 
2457.09 
(8.10) 
Housing 
1641.38 
(6.71) 
1892.97 
(8.09) 
2087.20 
(6.88) 
Infra-
structure 
870.58 
(3.56) 
5145.93 
(21.99) 
2739.21 
(9.03) 
Approved 
Investment 
10485.57 
(42.86) 
4386.87 
(18.74) 
10734.50 
(35.38) 
Other than 
Approved 
Investment 
3761.24 
(15.37) 
2972.10 
(12.70) 
3723.30 
(12.27) 
Total 
Investment 
24462.02 
(100) 
23400.43 
(100) 
30333.79 
(100) 
Note: Figure within brackets indicates percentage to total. 
Source: IRDA Annual Report various Issue. 
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The study of impact of economic liberalisation on investment 
pattern will remain incomplete unless, a review of sector-wise investment 
of non-life insurance companies is made. 
A similar review (alike life insurance companies) of non-life 
insurance companies has been made in table 4.14 and 4.15 showing its 
investment in different segment in three years of pre-liberalised Indian 
economy and three years of the liberalisation phase. As noted in case of 
life insurance companies, the reforms in insurance sector are of recent 
origin. A detailed comparison to assess the possible impact is not 
possible. Yet an attempt has been made to compare the changes in the 
investment pattern of non-life insurance companies in the three years 
prior to liberalisation and three years post-liberalisation. 
It is observed that investment of non-life insurance companies in 
central government securities in three years of pre-liberalised phase has 
grown from Rs. 3562.39 crores in 1988 to Rs. 5018.62 crores in 2000 - a 
rise of 40.88 per cent over 1998. The same has risen by 57.69 per cent in 
three years after liberalisation. The growth of investment in state 
government and other guaranteed securities has risen by 17.22 per cent in 
2000 over the year 1998. However, the post-liberalisation phase did not 
show a remarkable increase, rather there is decrease of around 3 per cent 
over pre-liberalised period. 
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The other area where non-hfe insurance companies have invested 
is housing in the pre-liberaHsed era, there has been noted a decline from 
1998 to 2000 by 86.57 per cent when investment decreased from Rs. 
9236.18 crores in 1998 to Rs. 1239.75 crores in 2000. However, it has 
improved substantially in three years of post-liberalised era. The growth 
of investment in housing has been 27.16 per cent in 2003 over 2001. 
Another segment of investment of non-life insurance companies has been 
the infrastructure. They have invested much in infrastructure after 
liberalisation than prior to liberalisation. The rise was from Rs. 870.58 
crores in 2001 to Rs. 2739.21 crores in 2003 i.e. a sharp increase of 
214.64 per cent over a short span of three years. There has not been any 
remarkable improvement in approved investment by non-life insurance 
companies in the post-liberalised era i.e. a minor rise of 2.37 per cent in 
2003 over the year 2001. However, the same registering a growth of 
51.61 per cent in 2000 over the year 1998, rose from Rs. 6295.69 crores 
to Rs. 9545.26 crores. Similarly, the investment of non-life insurance 
companies in post-liberalisation has rather decreased by 1 per cent during 
the same period. Though in the three years prior to liberalisation, it rose 
from Rs. 475.29 crores in 1998 to Rs. 706.63 crores thereby, registered a 
rise of 48.67 percent in the year 2000 over the year 1998. 
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Share of each sector in total investment was also studied for the 
purpose of comparison of three years of pre- and post-liberalized regimes. 
It was observed that non-life insurance companies investment in Central 
Government Securities during 1998-2000 ranged between 16.36 per cent 
to 26.29 per cent. The same ranged between 22.27 per cent to 29.52 per 
cent in the three years of post-liberalisation which indicates an upward 
movement meaning thereby more tilt of Non-Life Insurance Companies 
towards government sector after liberalisation. The investment in three 
years prior to liberalisation in State Government and other guaranteed 
securities ranged between 7.16 per cent to 9.93 per cent. The same ranged 
in the three years after liberalisation ranged between 8.10 per cent to 8.95 
per cent - no specific change rather decrease in the post-liberalised era. In 
the housing sector, there has been although stagnation i.e. in all three 
years prior to and post-liberalisation. Similarly, no remarkable change 
was noted relating to investment in infrastructure in both the phases under 
review. 
The investment of Non-Life Insurance Companies in approved 
investment ranged between 28.91 per cent to 51.61 per cent of total 
during 1998-2000. the same ranged between 18.74 per cent to 42.86 per 
cent during 2001-2003. It reveals that in the post-liberalised era, Non-Life 
Insurance Companies have shifted their concentration from infrastructure 
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to other segment. The share of Non-Life Insurance Companies has 
decreased in case of approved investment also in the post liberalized 
phase. However, the share of investment in other than approved 
investment has been on rise in the post liberalized era i.e. it was 2.18 per 
cent, 3.98 per cent and 3.70 per cent during 1998, 1999 and 2000 which 
rose to 15.37 per cent in 2001, 12.70 per cent in 2002 and 12.27 per cent 
in 2003 in total investment of Non-Life Insurance Companies. 
To summarise, it may be said that the liberalisation has made an 
impact on the pattern of investment of Non-Life Insurance Companies. 
Non-Life Insurance Companies have been paying importance to these 
sectors to which they did not consider important in the pre-reforms 
period. Finally, it is observed that an account of economic liberalisation, 
the insurance companies whether life or non-life have been trying to 
implement the recommendations of Malhotra Committee. 
From the above analysis and discussion, it may be concluded that 
the Indian insurance sector has come a full circle from privatization to 
nationalization and back to privatization. Nationalization has lent the 
industry solidarity, growth and most desired reach. However, alongwith 
these achievements there also grew a feeling of insensitivity to the needs 
of the market, tardiness in adoption of modern practices to upgrade 
technical skills coupled with a sense of lethargy which probably led to a 
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feeling amongst the public that the insurance was not fully responsive to 
customer needs. India has moved from a monopolist environment to a 
liberalized, dynamic insurance atmosphere with relative loss. The 
opening of the gates, four years ago, also gave the insurance sectors the 
economy, a positive push towards growth. The ripples of competition are 
being felt across the sector and challenges, before almost all players, be it 
the state owned companies or the private players, are evident. On their 
part, almost every other company has gone in for increased product 
innovation, a complete distribution network, a prudent investment 
management, customer service and education. The perception about the 
customer seems to have undergone a sea change in the last few years. The 
customers have the right to make the right choice today. 
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CHAPTER V 
^(Mclu4l<M. and 
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The Indian insurance market has undergone significant changes in 
recent years. The process of opening up the insurance sector was initiated 
against the baclcground of the economic reforms process which 
commenced in the year 1991. The reforms process was aimed at freeing 
the Indian manufacturing and service sectors from the shackles of 
controls that inhibited their growth and make them attain high standards 
to facilitate the process of integration with the world economy. It was 
perceived that with the markets world over becoming highly dynamic and 
integrated, the economic reforms process within the country was required 
to enable India to integrate with these markets. Steps were, therefore, 
initiated to elevate the Indian economic system to international standards 
in terms of its financial viability, competence, technology, prudential 
requirements, regulations and credibility. 
The constitution of Malhotra Committee was another step in the 
area of financial reforms covering the banking sectors and the capital 
markets which aimed at creating a more efficient and competitive 
financial system suitable to the requirements of the economy. The need 
for addressing the issues concerning the insurance sector was felt in 
recognition of the fact that the sector is an important part of the overall 
financial system. Insurance, which was a state monopoly, was opened up 
to private players in 1999. The Insurance Regulatory and Development 
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Authority (IRDA), came into existence as an independent regulator to 
oversee and develop the insurance sector in India. Now the liberalized 
insurance sector has resulted in the entry of about twenty private sector 
companies into this field, making the sector a hotspot of competition. 
The overwhelming wave of liberalisation has forced all players in 
the insurance sector, whether public or private, to involve themselves in 
the innovations of new insurance products and services as they have to 
cater to the corporate houses fighting for sustainable competitive 
advantages. They have to take care of the market share, customer 
satisfaction, professionalization of existing insurance intermediaries, 
introduction of new insurance intermediaries i.e. corporate agents, 
banacassurance, legal and regulatory aspects and cost competitiveness in 
the Indian insurance industry. The nascent entrants are adopting 
aggressive strategies to wean away a large slice of the market share. 
The entire landscape of India is in the process of tremendous 
change since the onset of Economic Liberalisation in the country. The 
present study entitled 'Economic Liberalisation and Its Impact on 
Insurance Sector in India since 1991, is an attempt to assess the impact of 
liberalisation on 'Insurance Sector' in particular. 
The study makes a review of economic change and finds that 
economic liberalisation is the firm policy of the state to ameliorate 
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operational environment for foreign investors in the country. The New 
Economic Pohcy has removed unnecessary restrictions placed on 
operations of large business houses after independence and flow of 
foreign investments. As a result of procedural and structural reforms, the 
country is heading towards strong economy. The references include 
streamlining of procedures, raising of permissible equity limits, wider 
scope for investments in sectors of choice of the investors. Further, the 
currency has been devalued to current market level. In foreign trade, 
import licensing has been abolished and tariff rates reduced. Exports have 
been deregulated by dismantling regulatory framework for exports. Steps 
have been taken to liberalize domestic market. However, trade regulatory 
authority of India has been established to observe compliance of the 
existing rules and regulations. 
The study reveals that the development of insurance industry in 
India has been made over last hundred years only to come into its modern 
form. Insurance other than life is taken as a supporting system to the 
ongoing business activities against mishappenings. It largely covers that 
part of the risk which occurs due to accidental mishappening and is based 
on the principle of pooling of resources of larger groups and spreading 
the loss of a few over the larger groups. Marine insurance is reported to 
be the oldest type of insurance with its records showing the start as early 
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as 1347. The concept of insurance travelled to various nations with the 
traders. Upto the 17"^  century insurance was a part time profession. It was 
only in the 1S"^  century when corporate organizations were established to 
underwrite insurance business on a full time professional basis. The great 
fire of London in 1666, gave the concept of fire insurance to the man. 
However, the modern industrialized society has rendered man and his 
property most vulnerable to various kinds of risks. The concept of 
insurance protects against many of these uncertainties on the risk-sharing 
basis. In addition to being a protective shell against the uncertainties, 
insurance industry heavily contributes in the process of capital 
mobilization and industrial development world over. This chapter also 
considers the reforms that have led to opening up insurance sector, earlier 
reserved for the public players alone. 
Initially insurance sector was not liberalized. The sectors that were 
liberalized experienced flow of foreign capital, latest technology and 
expertise that rejuvenated the market. As a second generation reforms it 
was felt that insurance sector can also not work in isolation. Malhotra 
Committee appointed in 1993 by the then Narasimha Rao Government 
and the process of liberalisation of insurance sector became a hot bed for 
the concerned policymakers. Despite strong recommendations, it took six 
years for its acceptance. Insurance Regulatory and Development 
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Authority (IRDA) was established in 1999. Under the Insurance 
Regulatory and Development Authority Bill for liberalisation, insurance 
sector has been opened for the private players in both life as well as 
general insurance sector with minimum paid up capital of Rs. 100 crores. 
The promoters may hold upto 40 per cent of capital. While formulating 
the norms IRDA has particularly provided for the expansion of insurance 
business in the rural area and has laid down specific investment norms for 
these players. The role of IRDA as a facilitator and protector the 
policyholders, controller of the insurance organizations preventer of 
frauds and trend settler in general has been conceptualized. 
The study has traced the causes of low penetration of insurance 
business in India. Apathy of the state, poor customer services, lack of 
customer friendly products, poor marketing, ignorance of rural market 
and inadequate training to agents have been highlighted as some of the 
basic reasons for low penetration or generation of insurance business in 
India. In fact the Indian insurance business is passing through the 
traditional phase. The sector that was closed earlier has been opened up 
and is being restructured so as to facilitate faster growth and development 
in the sector. The market shifting from the state monopoly to the 
competitive market now has brought a large number of players with even 
larger number of products. The public organizations of the sector riding 
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on the widely spread network are giving run for many a private 
organizations. The new entrants are trying to penetrate through new 
products, variety, prompt claim settlement and high quality speedy 
service. 
The study has analysed the Impact of Economic Liberalisation on 
Insurance Sector in India in particular. It is found that liberalisation and 
reforms have the potential to change the complexion of the industry. The 
Indian insurance is no exception to this phenomenon. 
Under the impact of economic liberalisation on insurance sector the 
study has been focused on the (1) impact of economic liberalisation on 
the organization and structure of insurance sector, (2) impact of economic 
liberalization on the legal framework of insurance sector, (3) impact of 
economic liberalisation on the volume of business of insurance sector and 
(4) impact of economic liberalisation on investment pattern of insurance 
sector. 
The study found that initially, being in the hands of private 
enterprise, the Indian insurance industry became the monopoly of the 
government over the last 40 years. The sector consisted of the Life 
Insurance Corporation of India (LIC) and the General Insurance 
Corporation of India (GIC) alongwith its four subsidiaries i.e. National 
Insurance Company, New India Assurance Company, United India 
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Insurance Company and Oriental Insurance Company. These public 
sector corporations operated through a network of branches throughout 
the length and breadth of the country. 
Under the impact of globahzation the organization and structure of 
this sector underwent a sea change. From state monopoly the insurance 
business was opened to private enterprise. The structure of this sector 
thus, changed and transfonned into a joint sector when both government 
undertakings and private entities are conducting insurance business. In 
the government segment of insurance sector the existing corporations LIC 
and GIC with four subsidiaries continue to operate. 
In the private segment of Indian insurance industry there are about 
twenty private insurance companies. They are world renowned players in 
insurance business. The new entry is in the form of joint ventures. The 
reason is that the new legislations dispensation makes it mandatory for 
new players from abroad not to establish independent insurance business. 
They are required to participate in the equity of the Indian companies to 
the extent of 26 per cent. This limit has now been raised to 49 per cent. 
The study has also found that the multinational insurers are indeed 
keenly interested in emerging insurance business in India because their 
home markets are saturated. The new entrants are entering a different 
market and hence, even though they have new products already, they 
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cannot offer them in India as they are. It is necessary for them to tailor 
them to local conditions and customer needs, which is again a matter of 
time. Moreover, the existing insurers enjoying a strong brand presence 
well spread distribution networks and significant local knowledge and 
contact parameters, can be marked by new players only over a period of 
time. 
The openings up of insurance sector in India and the subsequent 
entry of private players into the market have drastically changed the 
entire approach to customer service. Before privatization only a Small 
number of agents offered completely post sales customer service. The 
private insurers, taken together, have created a pool of over 1 lakh well 
trained life advisors during the last four years. Insurance companies are 
today investing heavily on the tied agency force. Today, the insurance 
sales persons are not just agents whose job is to sale any policy. They 
have transformed into "advisors." 
Infact, the ripples of competition are being felt across the sector 
and challenges before almost all players, be it the state owned companies 
or the private players are evident. On their part, almost every other 
company has gone in far increased product innovation, a complete 
modern distribution network i.e. Banacassurance, Internet Marketing, 
Call Centres, Corporate Agency etc. It is a universally accepted fact that 
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the distribution channel is the core driver of any business and insurance 
business is no exception. In a service industry, distribution channels 
significantly determined its success or failure in the market because the 
reach of the service is dependent. 
This change is being largely driven by carriers/ distributors who 
want to maximize the earnings taping insurance potential of their client 
contact base, capitalized on communication technologies, changing 
lifestyles and increasing growing segment of younger age buyers, who 
are comfortable with technology. However, it is very clear that insurance 
companies where the cost of acquisition is very high through traditional 
channels as high as 45 per cent using alternative distribution channels is 
good value proposition to invest in and explore as it can clearly bring 
about cost reduction. 
The study has further assessed the impact on the legal framework 
of insurance business. Economic liberalisation policy necessitated 
changes to be brought about in the legislation related to the conduct of 
insurance business. The operation of the insurance business due to entry 
of private players required to be regulated and the interests of the buyers 
of insurance products demand safeguards and protection. The legal 
structure of this sector therefore, underwent drastic change. The 
comprehensive Insurance Act 1938 fell short of provisions to cope with 
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the openness of the insurance industry. This highlighted the need for 
comprehensive review of the Regulatory and Supervisory Environment 
under which private and public insurers shall conduct the business. 
The first steps in that direction was the establishment of the 
Insurance Regulatory and Development Authority (IRDA). The IRDA 
was established as an autonomous regulator of the insurance industry. 
The IRDA bill prescribed powers and functions to allow the IRDA to 
promote, regulate and ensure the orderly growth of India's insurance 
industry. The IRDA, since its incorporation as a statutory body in April 
2000, has fastidiously stuck to its schedule of framing regulations and 
registering the private sector insurance companies. In that directions the 
IRDA introduced the system of Appointment Actuary System (AA) both 
for life insurance business and general insurance business in India. No 
insurers can transact life insurance business in India without an 
appointment actuary. The regulations require that each life insurer shall 
have an AA as full time employees. However, a relaxation has been made 
in case of non-life insurance company. 
With the opening up of the insurance industiy and the entry of new 
players, awareness about their rights has steadily been increasing amongst 
the public at large. In that changed situation insurers has also opened 
'May I help you' and information and facilitation counters. The public 
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sector companies have also not remained far behind and are fast gearing 
upto these changes. 
Another major development of IRDA is that in exercise of its 
legislative powers, the Authority appointed a new administrative body 
namely Ombudsman to safeguard the interest of the policyholders. The 
insurance ombudsman is empowered to receive and consider complaints 
in respect of insurance from any person who has any grievance against an 
insurer. The complaint has to be in writing, and addressed to the 
jurisdictional ombudsman within whose temtory a branch or office of the 
insurer complaint against, is located. The limit of an ombudsman's power 
is at present prescribed by IRDA at Rs. 20 lacs. 
The study has assessed the impact on the volume of business, and 
overall performance of insurance companies in pre- and post-liberalised 
era. It has found that there has been a tremendous effect on the business 
of insurance sector due to opening up of this sector to private and foreign 
players. With the entry of private/foreign players the new avenues have 
been created and business opportunities explored. All these are likely to 
lead to the establishment of a vibrant and customer friendly insurance 
business environment in the country. State owned Life Insurance 
Corporation of India (LIC) and General Insurance Corporation of India 
(GIC) still write the bulk of insurance business, and they have the 
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network required to under write large corporate risics without depending 
almost entirely on reinsurance support. 
The performance of private as well as public sector insurance 
companies during the last four years has reflected their ability to create 
and nurture new market. Overall, the industry witnessed a growth of 
43.03 per cent in terms of gross premium underwritten in 2001-02 as 
against 25.26 per cent growth recorded in the 2000-01. The private 
players accounted for less than 1 per cent of the total business in the 
sector and the remaining business is in the hands of public sector 
insurance companies. The private players accounted for about 2 per cent 
of the total premium underwritten in this sector during the year 2002-03. 
Significantly, the total business underwritten grew by 11.27 per cent. In 
terms of market share, LIC held 98 per cent of the life market with the 
twelve new players capturing just 2 per cent. This is because the private 
players have not been much successful in gaining confidence of insurance 
buyers as deep as the state owned LIC & GIC still enjoys. There is need 
that private insurers have to adopt measures that beget public confidence 
in them. 
The indicator of performance in income and investment denote that 
though some market share of insurance sector has been captured by 
private players yet it does not have any significant impact on the business 
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of Lie and GIC. There is further possibihty that never ever LIC and GIC 
will be out of minds of people of India who believe on the philosophy of 
"A bird in hand is better than two in nest." Intensive competition is likely 
to strengthen LIC as well as GIC of India. 
The study also has been examining the impact of economic 
liberalisation on mwQsXmQnl pattern. It focused that the insurance is a 
business that deals with a large number of people and generate huge 
amount of funds overtime, making its financial muscle very strong. The 
insurance companies have an obligation to invest them prudently with the 
combined objectives of the liquidity, maximization of yield and safety. 
Initially, the Government of India had not laid down any specific 
investment policy but there are some cases of interlocking of funds 
between banks and insurance companies. This harmed the interests of the 
policyholders and there was a strident demand that these malpractices be 
curbed. The Sir Cowasjee Jahangir Committee went into the question of 
funds management, and in the light of its recommendations, the insurance 
Act was amended in 1950. Introducing an element of regulation. 
The study comes to the finding that the pattern of investment was 
in accordance with prescribed areas as laid down in great detail by the 
Government of India under the insurance Act 1938. the Malhotra 
Committee had recommended that the mandated investment of funds of 
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the Lie and GIC should be reduced and the composition of portfohos 
should be flexible so that portfolio diversification will bring about 
improvements in returns. On the basis of this report, some changes in the 
policy have recently been introduced. The IRDA regulations also follow 
more or less the earlier pattern, except that the quantum of investment in 
Government Securities etc. has been reduced significantly. The life 
insurance companies and the general insurance companies have now 
somewhat greater freedom and higher flexibility to make their 
investments. 
To conclude the impact of economic liberalisation on investment 
pattern of insurance sector, it may be safely deduced that though reforms 
in insurance sector have been of recent origin, the period of four years 
may not be treated as too lengthy period to jump to any significant 
conclusion. But the indicators have suggested a change in the strategy of 
insurance companies. 
SUGGESTIONS 
After an indepth study of economic liberalisation and its impact on 
insurance sector in India and analyzing all the facts vis-a-vis opening up 
of insurance sector in India, the following suggestions are offered they 
would strengthen the operations of the sector, contribute to healthy 
competition amongst private and public insurance units, improve the 
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quality and quantum of products instill deep confidence in buyers and 
ultimately enhance the volume of insurance business. 
• Life insurance is encouraged only as a tax saving instrument. The 
Indian customers do not really understand and appreciate the 
importance of insurance culture, for instance, health care insurance, 
enables an individual to get best of treatment possible / available in 
the country. In fact quality of medical care is a matter of life and 
death for a patient. In the first instance it is recommended that the 
customers should be educated on the above said lines by the IRDA. 
It is also suggested that insurance organization may decide to 
create a fund with IRDA that should be used for creating the 
required insurance culture in the country. 
• The pricing of insurance products is done on a cost plus basis (total 
of claim costs and management expenses). Presently the Insurance 
Act prescribes a limit on management expenses other than 
commission. To prevent unhealthy competition, it is essential to 
control management expenses sooner than later. LIC and GIC are 
widely believed to be overstaffed. Thus, their salary and other 
expenses are higher compared to those of the new players, who 
start with a clean slate. 
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The investment strategy should be in the hands of world-class 
experts in portfoHo management, so that better returns are assured 
with the help of a more careful study and analysis of the securities 
considering both macro as well as microenvironment with adequate 
diversification. A continuous follow-up is the key to a better risk-
return trade off. Investment income forms a major portion of 
revenues for insurance companies. It is common knowledge that 
some insurers, with a view to increase their income make 
speculative investments - thus jeopardizing policyholders' funds. 
In a country like India, where the stock market fluctuates widely 
and real estate prices have not stabilized, it is essential that the 
investment norms are stringent. This is also desirable so that the 
government can direct resources to the priority sectors. Therefore, 
it is suggested that the present system of direct investment be 
continued and portfolio management must be in the hands of the 
leading experts. 
Till date people at large have limited knowledge about the life as 
well as general insurance business and various policy products 
offered. Even the most educated persons express ignorance when 
talked about various general insurance products unless it is 
mandatory. The new products are being introduced by the existing 
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as well as new entrants but unless a customer knows about these 
products, the market will remain dormant and potential 
unexploited. Therefore, it is suggested that insurance organizations 
should be more aggressive on advertisement and promotional 
fronts. They will have to make the customers understand the basic 
features of their Yts^gQcXwt products and also understand the policy 
advantages when compared to products of similar line being 
offered by other organizations. 
There should be a fully developed and active derivative market in 
India. It is in a very primitive stage resulting in outflow of money 
because the insurance industry is expanding by writing more risky 
policies. The reinsurers of the LIC are foreign companies. The 
outgo of premium money by way of reinsurance should therefore 
be stopped. However, there can be a re-flow of this money in the 
form of FII investments in India, as it becomes, attractive due to 
better infrastructure. Moreover, the opening up of this sector will 
increase the retention of premia in India and thus reduce the outgo 
of valuable foreign exchange. Further, there has been a strong 
inflow of foreign capital during the last five years for introducing 
new products and maintaining the requisite capital adequacy ratio. 
The product lines should be further segmented. 
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• The Indian masses live in villages and if the insurance culture is to 
be evolved, the masses cannot be ignored. There is ample scope 
and potential to penetrate deeper into rural market. The government 
must chalk out the relief and development schemes in the rural 
sector, with the commercial content of insurance and work with 
both the insurance industry and its regulator to find ways to do it. 
Government must take an initiative to find a judicious mix of 
private and public insurance efforts in agriculture, as a part of an 
integrated risk management package, to be administered by the 
ministry of agriculture (rather than finance). It must set out clear 
defmitions and mandate for public and private insurance, after due 
consultations with the state governments, representative bodies of 
the agriculturists and of course the insurance industry. More steps 
need to be taken for addressing availability and affordability of 
appropriate agricultural and rural insurance products. 
• Rural India should not be lumped under a single canvas as 
consumers are heterogeneous. It needs to be further segmented into 
three groups. Those that are contiguous to urban areas and rapidly 
getting engulfed in the process of sub-urbanization with sizeable 
proportion of working force engaged in non-agricultural industrial 
employment adjoining major towns and cifies. Such population is 
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generally having a fairly good knowledge of financial investment 
and insurance opportunities. Their average income level is high, 
ranging from Rs. 20,000 to Rs. 200,000 p.a. Second, there are 
several villages that have seen rising rural prosperity and have the 
local infrastructure in terms of banking and credit institutions, 
healthcare etc. A number of villages have benefited from the 
implementation of District Level Credit Plans. Such villagers have 
shown high-income levels in the range of Rs. 30,000 to Rs. 
500,000 and they stand on the threshold of a major breakthrough in 
consumer spending. Third, there are villages that have not joined 
the mainstream growth due to reasons such as inaccessibility, 
extreme levels of poverty and other socio-economic reasons. Most 
such villages are thinly inhabited and undeveloped. 
An awareness drive is a must today in rural India which should 
divide it into three target groups; aware but less aware, very less 
aware and not aware. The former needs to be educated just by 
continuous refreshment so that the groups further convince others 
in the form of community participation. The second group should 
be provided with different policy options. Those not aware need to 
be first told of what is insurance, about its unlimited significance 
and its availability. 
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' Distribution channel is also a crucial factor in the process of 
penetration and growth of insurance business. The role of agents 
should not be underestimated but the newer channels could be of 
great use for the insurers. For instance, bank routes could be a 
dependable and cost effective source for reaching the remotest of 
the areas of the country. Agents, primary cooperative societies, 
regional rural bank, post offices, and non-governmental or 
voluntary organizations should be more actively used as 
distribution channels. Full, fair and prompt facility of collection of 
premium and payment of claims at the doorstep is necessary to 
widen the insurance coverage. Another area of challenge in rural 
marketing and dealing with distribution channels is the need to 
provide sales literature, publicity materials and even proposal 
forms in local language. 
For public mammoths of insurance sector, despite enough control 
there is overstaffmg. This distorts the work culture in the 
organization and also makes it difficult to fix the responsibility and 
accountability of the employees. It is suggested that the excessive 
staff may be aggressively utilized for more aggressive promotional 
efforts as well as extensive field interaction with grass root workers 
and the customers. The people so deputed may be used as an 
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effective tool for greater control and confidence building in the 
field on the one hand while they may also appraise the 
organizational policymakers about the practical realities of the 
field, thus forging an alliance from top to bottom. 
Corruption is another major problem ailing the insurance sector. 
The honest and genuine customers are neither genuinely paid nor 
paid in time, while many corrupt customers and employees cheat 
the insurance companies by ensuring disproportionate 
compensation. Thus, the genuine buyers get frustrated while 
dishonest people get rewarded. It is suggested that the process of 
computation of compensation be made more transparent. The 
insurance organization should go a step further and counter 
checl<:ycross check atleast some of the compensation awarded 
depending upon the employees and policyholders track record. 
The product design in rural markets needs to provide flexibility to 
rural policyholders in the matter of periodicity and quantum of 
premium payment. Premium payment dates should generally be 
linked to the period when the farm produce is sold and the cash 
flow is generated. SBI Life has taken the initiative in this direction. 
In saving schemes designed for rural households, here is need to 
build flexibility for premium interruptions to take place due to 
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difficulties faced by the policyholders to pay the premium amount 
on account of irregularity of income due to crop failures or other 
genuine reasons. In such situations, the benefit of insurance cover 
should remain unaffected, by triggering a mechanism to 
automatically adjust the premium dues from out of the accumulated 
suiplus available in the policyholder's account. Or, a policy 
package that is of five years, with gaps given for paying premium 
within this period is suggested. 
The problem of detariffing gets compounded given the fact that the 
required data and information is not available with the insurers. 
The expertise and skill of actuaries is also missing in most of 
insurance organizations. In the absence of these factors tariff 
fixation could be a difficult task. It is recommended that the 
insurers may again pool out their resources under the leadership of 
IRDA for the collection and compilafion of data. 
Adoption of the latest technology available in the insurance sector 
in the developed world is also required for the faster development 
of insurance business in India. Atleast computerized networking 
between various branches should be done on priority basis so as to 
facilitate smooth transactions for the customers from anywhere in 
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the country. Networking with the brokers and agents etc. could be 
an added advantage to the industry. 
Other areas that need particular attention and focus are: 
• A more vigorous awareness campaign is a must to make India an 
insurance conscious society. Private insurers need to highlight the 
ln<Xi3n brand name in the rural areas, e.g., Tata and not AIG, while 
keeping in mind the mindset of the urban educated class, AIG 
needs to be focused upon. 
• Professionalism is necessary to improve the financial position of a 
concern. This is one of the major aspects where the nationalized 
sector has been lacking since decades. 
• Increasing of the insurance base ideally to its entire population 
even with the explosive population growth and dynamics of change 
of risk and risk patterns, influenced by local and global change. 
• Creation of newer and need based products with local ethos and 
realism. 
• Marketing of insurance products, which are essentially intangible 
in nature to the prospective buyer, while stressing the imperative of 
loss cutting and risk coverage. 
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• Creating sales and distributing channels without undermining the 
sanctity and confidence of the prospective buyer associations with 
the insurance products or the dehvery and service interface is going 
to be an important factor. In hfe insurance it is necessary to provide 
the service at the doorstep. 
• 'SiQTVicmg of the products with emphasis on addressing the 
customer relationship and his loyalty is an important step in the 
right direction. 
• Servicing claims promptly and strictly as per indemnity or agreed 
contract, fairness of settlement, both more or less, promptly, will 
be the determining factor for success. The world is moving towards 
seamless transparency and earlier practices and business models 
would find it hard to hold customers loyalty unless policies, 
practices and standards have in-built resilience, scalability and 
short response time. 
• There has to be a continual quest to evolve strategies and adopt 
technological advancement to serve, enhance and exceed customer 
expectations. 
» It is suggested that all the players who sell pension products be 
brought under one regulator to avoid confusion, and not by two 
different bodies as proposed recently. Specify the proposals. 
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• It is important for private companies to develop products that cater 
to all sections - the rich, the middle-class and the poor - if 
coverage is to be broadened in the country. 
• New types of group cover, imaginatively devised and futuristic in 
outlook, need to be introduced to enable consumers to opt for 'low-
premium-high-cover' policies to start with and graduate to 'higher 
cover, better savings' products at a later stage. 
• While formulating a marketing strategy, environmental factors 
such as macro economic parameters, regulatory norms and themes, 
technology, infrastructure, legal setup, competitions by new 
entrants and degree of globalization need to be considered. All the 
major elements of the organization - structure, systems, processes, 
staff, skills, managerial styles and shared value - should be 
appropriately integrated into the implementation of the strategy. 
The implementation of the above suggestions can really help the 
Insurance Sector in improving its working and operations so as to 
enhance the penetration levels and profitability .of the industry on the one 
hand and availability of good product of low cost as well as satisfactory 
after sale services to the buyers are the other hand. 
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APPENDIX - 1 
MILESTONES OF INDIAN INSURANCE INDUSTRY 
TH REGULATIONS IN THE 20'" CENTURY 
Year 
1912 
1938 
1956 
1972 
1993 
1994 
1995 
1996 
1997 
1997 
1998 
1999 
1999 
Significant Regulatory Event 
Indian Life Insurance Company Act 
The Insurance Act: Comprehensive Act to Regulate Insurance 
Business in India 
Nationalization of Life Insurance Business in India 
Nationalization of General Insurance Business in India 
Setting up to Malhotra Committee 
Recommendations of Malhotra Committee 
Setting of Mukherjee Committee 
Setting up of (Interim) Insurance Regulatory Authority (IRA) 
Recommendations of the IRA 
Mulcherjee Committee Report Submitted but not made public 
The Government gives greater autonomy to LIC, GIC and its 
subsidiaries with regard to the restructuring of Boards and 
Flexibility in the Investment Norms aimed at channellizing 
funds to the infrastructure sector 
The cabinet decides to allow 40% foreign equity in private 
insurance companies, 26% to foreign company and 14% to 
NRIs, OCBs and FIIs 
The standing committee headed by Murali Deora decides that 
foreign equity in private insurance should be limited to 26%), 
presently 49%). The IRDA bill is renamed the Insurance 
Regulatory and Development Authority (IRDA) Bill. 
Cabinet clears IRDA Bill 
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APPENDIX - II 
KEY MARKET INDICATORS 
Size of Market, Life and Non-Life 
Total Global Insurance Premium 
(as on 2001) 
Rate of Annual Growth (2002-03) 
Geographical Restriction for New 
Players 
Equity Restriction in a New Indian 
Insurance Companies 
US$ 16 billion 
US $ 2408.25 billion 
Life 11.27% 
Non-Life 23% (premium under 
written in India and abroad) 
Non - Players can operate all over 
the country 
Foreign promoter can hold 49% of 
the equity 
Number of Registered Companies 
Types of Business 
Life Insurance 
General Insurance 
Re-Insurance 
Total 
Public Sector 
01 
06 
01 
08 
Private Sector 
12 
08 
0 
20 
Total 
13 
14 
01 
28 
APPENDIX - III 
ECONOMIC AND SOCIAL INDICATORS 
Population in millions 2003 
Surface Area in 1000 sq.km 
People Per sq.km 
GNP in U.S. billion 2003 
Rank in the World by GNP 
Rank in the World by GNP (%) 
Annual Average Growth of GNP (%) 
Public Expenditure on Health % of GDP (2001) 
Public Expenditure on Education % of GDP 
Infant Mortality Per 1000 lies birth 
1055 
3287 
321 
320 
11 
4.3 
5.3 
5.2 
3.99 
59.59 
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APPENDIX IV 
INSURANCE PENETRATION - INTERNATIONAL COMPARiSON 
Countr ies 
Uoiied Stotes 
Canodc 
Brczil 
.Vievico 
Chile 
Unifed Kingdom 
Geuiiony 
"'<Mve 
•-u":sic 
Jcpon 
Sot"' ' K'oiec 
^R Cnino 
~OiC 
I ' /olc ySiO 
xio^.e'-.ic' 
> ^'" A' n o 
•^ igei io 
Kerv 
M <: cl iO 
Insurance Penelialion 
(Premiums os % 
of GDP 1999) 
Total 
8 55 
6 49 
2 01 
1 68 
3 78 
1 3 35 
6 52 
8 52 
2 13 
1117 
n 28 
1 63 
1 93 
3 88 
1 42 
•|6 5-1 
0 95 
3 26 
9 82 
Non-life 
4 32 
331 
1 66 
0 86 
1 13 
3 05 
3 55 
2 82 
: 34 
2 30 
2 5" 
Go 
0 54 
1 72 
0 76 
2 o 2 
• 
OSS 
2 48 
3 3 '^ 
Life 
4 23 
3 19 
0 35 
0 82 
2 65 
1030 
2 96 
5 70 
0 78 
8 87 
8 39 
1 02 
1 39 
2 16 
Oc.6 
13 92 
0 0 7 
0 78 
o4 3 
Insuioiice Penelrolion 
(Pieniiums OS % 
of GDP 2000) 
Total 
8 76 
6 56 
2 11 
1 72 
4 07 
15 78 
6 54 
9 40 
2 42 
10 92 
13 05 
1 7« 
2 32 
3 72 
1 18 
16 86 
0 66 
2 63 
9 41 
Non-life 
4 28 
3 28 
1.75 
0 85 
1 15 
3 07 
3 55 
2 81 
1 29 
9 97 
3 16 
0 67 
0 55 
1 59 
0 64 
2 83 
0 53 
1 91 
3 J 7 
Life 
4 48 
3 27 
0 36 
0 86 
2 92 
12 71 
3 00 
6 59 
1 13 
8 70 
9 39 
1 ,2 
1 77 
2 13 
0 54 
1 4 04 1 
0 13 
0 72 
1: 04 
Insu ronce Penel io f ion 
(Premamis os % 
of G D P 2001) 
T o t a l 
{ 8 9 7 
6 42 
2 14 
1 81 
4 23 
14 18 
6 59 
8 53 
3 06 
11 07 
1207 
2 20 
2 71 
5 18 
1 13 
17 97 
0 71 
2 70 
I) ' f, 
Non-life 
4 57 
3 45 
1 78 
0 "5 
1 30 
3 45 
3 oO 
2 85 
J ' 
1 1 ; 
3 38 
0 So 
0 Ki 
• 80 
0 oO 
' " 8 
0 5o 
' 8~ 
3 J4 
Life 
4 40 
2 97 
0 36 
0 86 
2 93 
lO li 
3 00 
__^_7_3__ 
55 
S85 
8 69 
' 34 
2 15 
O -1 O 
J 00 
0 53 
i5 19 
U 14 
0 82 
5 70 
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APPENDIX V 
INSURANCE DENSITY- INTERNATIONAL COMPARISON 
Countries 
United Sloles 
Canada 
Biozil 
Mexico 
Chile 
U'liiea KMJCO"' ' 
Geimon/ 
'•10 "ice 
Pussic 
lapci 
Sojin Koreo 
DR Chino 
i-dic 
Mola>sic 
Indonesio 
Soutli A) ICO 
Nigeiio 
Kenyo 
Ajsticilic 
Insurance Density 
{Premiums os per Copilo 
of USD - 1999) 
Total 
2921 1 
13753 
68 6 
j 84 6 
163 0 
32A4 3 
1 o75 7 
2030 0 
2oS 
300s 0 
'022 8 
^33 
8 5 
140 4 
C'5 
4 9 0 ° 
2 6 
9 0 
2037 4 
Non-life 
1474 < 
700 6 
56 7 
43 3 
48 7 
741 5 
Life 
1446 6 
674 6 
11 8 
41 3 
114 3 
2502 8 
913 5 762 2 
688 6 
17 0 
805 5 
262 3 
5 0 
2 4 
62 3 
5 1 
77 9 
2 4 
7 5 
703 8 
i392 3 
9 9 
3103 4 
760 5 
8 3 
6 1 
78 1 
4 4 
4130 
0 2 
2 4 
1333 6 
Insuronce Density 
(Premiums os per Copito 
of USD - 2000) 
Total 
3152 1 
15168 
75 6 
101 2 
175 8 
3759 2 
1491 4 
205 r i 
4 1 8 
3973 3 
1234 1 
152 
9 9 
150 9 
8 6 
4 72 1 
2 0 
8 9 
' 8 5 9 3 
Non-life 
1540;; 
759 6 
62 7 
50 4 
49 7 
730 7 
808 5 
613 7 
?2 3 
80S 2 
298 5 
5 7 
2 3 
64 6 
4 6 
79 • 
1 6 
6 5 
o65 3 
Life 
1611 4 
757 2 
129 
50 8 
1260 
3028 5 
683 0 
14374 
195 
3165 1 
035 6 
9 5 
7 6 
86 4 
4 0 
392 9 
0 4 
2 4 
11935 
Insuronce Density 
(Premiums as per Copito 
of USD - 2001) 
Total 
3266 0 
1460 4 
64 0 
1126 
176 4 
3393 8 
1484 2 
1898 8 
65 8 
3507 5 
1060 1 
20 0 
11 5 
198 3 
7 7 
446 3 
2 3 
- 9 4 
,668 3 
Non-life 
1664 1 
784 6 
53 2 
59 4 
54 3 
825-9 
809 9 
o30 6 
32 6 
701 1 
296 7 
7 8 
2 4 
68 7 
4 1 
69 1 
1 8 
6 6 
628 0 
Life 
1602 0 
675 9 
108 
53 2 
122 1 
2567 9 
674 3 
1268 2 
33 2 
2806 4 
763 4 
12 2 
9 1 
1295 
3 6 
377 2 
0 5 
2 9 
10403 
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APPENDIX VD 
STATUS OF THE COMPLAINTS RECEIVED BY IRDA AGAINST LIFE 
INSURANCE COMPANIES FOR THE PERIOD 2002-2003 
s. 
No. 
1 
2 
3 
-J 
5 
6 
7 
Name of the Company 
Max New Yoik Life Insurance Company 
SBI Life Insuiance Company Ltd 
Allien; Boioi Lile Insuionce Co Ltd 
ICICI PiudeiTiol Life Insurance Co Ltd 
^A^,-^•n,lG Life Insurance Co Ltd 
ING V\svci Life Insuiance Co Ltd 
Oni f.o'aL life ln<;uiance Co L;d 
t) 1 Eiiiti l^unlii-,- INM'I . ; ! !• L ' j L'd 
1 
1 o! 
1 
_JiL 
11 
_ _ 
HL'rC 5'cin.Jai 1 Life Insuiance Co I'r 
.V.e'Life Indio Insuiance Co Pvi Ltd 
Lite Insuiance Conjoiat ion of I n d i a " 
Total 
No. of 
complaints 
referred to the 
company 
9 
2 
4 
10 
5 
2 
1 
2 
I 
5 7 ' 
6 1 0 
No. of 
complaints 
resolved 
7 
2 
9 
O 
O 
o 
1 
) 
2 
0 
221 
2 5 2 
No. of 
complaints 
pending 
2 
0 
1 
• 1 
2 
0 
1 
0 
0 
1 
350 
3 5 8 
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APPENDIX VII 
STATUS OF THE COMPLAINTS RECEIVED BY IRDA AGAINST NON-LIFE 
INSURANCE COMPANIES FOR THE PERIOD 2002-2003 
s. 
No. 
1. 
2. 
3. 
4. 
5 
6. 
7. 
8 
9 
10 
11. 
12 
Name of the Insurer 
Tne Oriental Insurance Company Ltd. 
Th^^Nevv India Assurance Company Ltd. 
Unired Indio Insuronce Compony Ltd. 
NaTionol Insurance Company Ltd. 
Baioi Allianz General Insuronce Company Ltd. 
TATA-AIG Geneiol Insuiance Compony Ltd. 
ECGC of India 
Royal Sundarom Alliance General Insurance Company Ltd. 
IFFCO Tokio GenemI Insuiance Company Ltd 
Reliance Geneiol Insurance Conipany Ltd. 
Cnolomondalam MS General Insuiance Compony Ltd 
ICICI Lonibaid Geneial Insuiance Company Lid. 
TOTAL 
No. of 
complaints 
referred to the 
company 
346 
522 
426 
421 
38 
23 
2 
11 
4 
2 
o 
9 
1807 
No. of 
complaints 
resolved 
162 
100 
302 
105 
22 
17 
2 
6 
3 
1 
2 
9 
731 
No. of 
complaints 
pending 
184 
422 
124 
316 
16 
6 
0 
5 
1 
1 
1 
0 
1076 
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